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HENRY WALCOTT FARNAM 
ith President of the American Economic Association, 1911 


r Henry Walcott Farnam was born in New Haven, Connecticut, 
6. 1853. His father was president of the Rock Island Railroad 
er of Joseph E. Sheffield, founder of the Sheffield Scientific School 
iiversity. Before entering Yale, he studied in Germany. At Yale 
| the A.B. degree in 1874 and the M.A. degree in 1876. There- 
vain went to Germany, studying at the Universities of Berlin, 
and Strassburg, receiving the de ‘gree of R.P.D., magna cum 
- latter institution in 1878. Returning to Yale, he served as 
Latin, 1879-80, and professor of political economy, 1880-1912, 
‘f economics, 1912-18, and professor emeritus until his death 
ber 5, 1933. He was a member of the Yale Graduate School 
1903-18, and of the governing board of the Sheffield Scientific 
881-1903. Yale granted him the degree of LL.D. in 1923. He was 
| Roosevelt Professor in Berlin, 1914-15, but was prevented by the 
soing to Germany. 
Farnam was known as a most stimulating teacher, unusually 
strictly nonpartisan, who took a generous interest in the work 
nts. He was active, not only in the scholastic and social life of 
y, but in a large number of social, charitable, and civil or- 
in New Haven, in Connecticut, and in the nation. As a mem- 
famous Committee of Fifty, he edited the volume on the Eco- 
ts of the Liquor Problem in 1899. ne was collaborator of the 
t of Economics and Sociology of the Carnegie Institution of 
n and from 1910 to 1916, chadenas of A it Department. In this 
lited seven volumes of Contributions to American Economic 
last volume having been published in 1933. At the time of 
was engaged in writing for this series a volume on A History 
vislation in the United States. He was a founder of the Ameri- 
tion for Labor Legislation, and served as its president, 1907- 
his eee the “Yale Review was converted from the New 
ind Yale Review and as chief editor he devoted the journal 
onomics until the appearance of the American Economic Re- 
d him to withdraw this publication from the field. 
is author of numerous articles and editorials in the Yale 
n German publications. In 1913 he published The Economic 
f History, a volume which bears the same title as his presi- 
ess at the annual meeting of the American Economic Associa- 
\s a diversion, he wrote an interesting little book on 
Economics in 1931. 
a fellow of the American Academy of Arts and Sciences 
a large number of business and welfare organizations, 
ticut State Council of Defense, 1917, Executive Committee 


Haven War Bureau, 1917-19, chairman. Community Labor 


Henry Walcott Farnam, by I. Fisher, was published in the 
iomic Review, March, 1934. pages 175-77. 
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TREASURY TAX POLICIES IN 1943? 


By Epwarp D. ALLEN* 


Asa rule, there is little interest in proposals for tax revision that have 
not become law. Most people are concerned with what taxes they must 
pay currently or with what taxes they might have to pay in the im- 
mediate future—not with what taxes might have been had various pro- 
posals been adopted. But 1943 was a crucial year in the history of tax 
policy. Federal expenditures were close to 90 billion dollars, tax 
revenues (though at record levels) were less than half of expenditures, 
national income was also at a record level and inflationary pressures 
were being fought everywhere. There are, of course, many criteria 
which must be considered in designing tax proposals, other than con- 

f inflation (or deflation). Among these are equity of the distribu- 
tion of taxes among various income groups; ability to pay of the least 
able members of any income group; public attitudes toward various 
types and rates of taxes and difficulties of administration and compli- 
ance. These other criteria have not been ignored in this article.”* 

In 1943, however, attention focused on the need for taxes that would 
ellectively “back-stop” price-control and rationing programs which (at 
that time) seemed threatened with collapse. The possible use of taxes 
as an inflation-control device, keeping in mind wartime capacity to pay, 
seemed unusually important. From these points of view, an analysis 
1 Treasury tax proposals in 1943 is of unusual interest and it is largely 
irom these points of view that such proposals will be examined. 

1 is associate professor of economics at Iowa State College and is co-author 

». Hart of Paying for Defense (Philadelphia, Blakiston, 1941). 

TI > paper is part of Project 53 in Industrial Science Research, Iowa State College, 


‘he writer wishes to express appreciation for criticisms received from his 
Oswald Brownlee. 


certain examples, see later discussion of the position of the Treasury on a 


fcreases in individual incomes, on repeal of the Victory Tax and on adoption of a 
sales tax, 
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In 1943, representatives, of the Treasury Department* made ty) 
main appearances before Congressional committees’ charged with 
framing bills relating to federal finance. On both occasions, importan, 
major policy proposals of the Treasury were disregarded. In connectig, 
with the general revenue revision,* the Treasury proposed additiong 
taxes designed to yield 10.5 billion dollars and to bring revenues to some. 
thing over half our federal expenditures in 1944. Most of its program fo; 
additional revenue was scrapped for a makeshift substitute estimates 
to yield less than 2 billions net additional revenue in the form in which 
it finally became law.° Less important in the sense that it was not cop. 
cerned primarily with raising additional revenue was the Treasury 
appearance earlier in 1943 in connection with framing of the “pay- a 
you-go” tax act.° Here, both the Treasury and Congress were in favor 
of shifting to a current collection system, but the Treasury also failed 
to score a victory on the only issue seriously in dispute, the treatment 
of liability for tax on 1942 incomes. The Treasury proposed that the 
bulk of personal income tax liability on 1942 incomes should not be 
“forgiven” in the shift to a current collection system, and that “fo 
giveness” be most substantial for the lower income groups, whereas the 
act as finally adopted “forgave” substantially three-fourths of 194 
taxes for most taxpayers. The major portion of this article, however, 
will deal with the Treasury tax program itself, as presented to Congress 
in October and November of 1943." 


I. The Treasury Program 


As will be shown, the Treasury neither proposed a sufficiently drastic 
tax program nor proved very effective in winning support for the pro- 


* Hereafter referred to as the “Treasury,” unless reference is made to a part 
vidual by name. The Treasury Department was represented in the hearings by 5 
Morgenthau; Randolph Paul, General Counsel; Roy Blough, Director of Tax Res 
Daniel W. Bell, Under-Secretary; and Stanley Surrey, Tax Legislative Couns 

*The Ways and Means Committee of the House of Representatives and the Fu 
Committee of the Senate, hereafter referred to as the House Committee and the oenate 
Committee. 

*For a full account of Congressional hearings, including the Treasury presentation, 
‘Hearings (Revised) before the Committee on Ways and Means, House of Representative 
78th Congress, First Session, on Revenue Revision of 1943,” and “Hearings (Revised 
before the Committee on Finance, United States Senate, 78th Congress, First Session, 
Revenue Act of 1943” (Washington, U. S. Government Printing Office, 1943) 

*Though several months separated Treasury appearances before Congressio 
mittees in behalf of its tax program and emergence of the final bill, the Pres! 
sidered the final product so poor that he vetoed it, an unusual executive act for 4 
measure. Congress immediately passed the measure over his veto on February 
See also the last paragraph of footnote 13 below. . 

*See “Hearings before the Committee on Ways and Means, H.R., 78th Congress, 
Session, on A Proposal to Place Income Tax of Individuals on a Pay- As- You-Go Basis 
“Hearings Before the Senate Finance Committee on Current Tax Payments Act 0 


"For brief account of the “pay-as-you-go” issues, see Appendix to this article 
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ECEMBR 

ade two hich it did propose to the Congressional committees. Its failure 
ed with latter respect was probably due more to Congressional resistance 
portant sed taxes than to Treasury presentation.* At the same time, 
nnection ny merits of the program must not be overlooked. The Treasury 
ditional a program to the Congressional committees which gave 
to some. of careful preparation and contained important sugges- 
rram for improvement in the tax system. A brief statistical summary 
timated {the program is given in Table I, which also summarizes the estimated 
n which MM tax yield of the (then) existing taxes. The proposed revenue changes 
not con- in the column at the extreme right. In explaining the proposed 
‘reasury e Treasury emphasized the fact that, in fiscal year 1944, indi- 
Day-as idual incomes after all taxes would be at least 40 billion dollars in excess 
in favor f the value of all available consumers’ goods and services (at ceiling 
O failed [his provided a logical basis for the major emphasis of its 
-atment yn increased individual income taxes, from which it proposed 
‘hat the ME to obtain about 6.5 billions of its 10.5 billion of total revenue. 


not be & ‘urthermore, the Treasury proposals with respect to income tax 


TATIVE EstimaTeD Tax LIABILITY UNDER THE TREASURY PROGRAM AS 
D WITH Tax LIABILITY UNDER THE THEN-EXISTING LAW FOR A FULL 
YEAR OF OPERATION® 


(All figures in billions) 


Vield of | Yield of Increase over 
Pp a | Then- Existing | Yield of Then- 


e of Receipt 


enue | | 
| income tax : = $ 6.53 
| commodities and services s 3.9: 2.49 
n income taxes (net) . ‘ 1.14 
nd gift taxes ; a .40 
tock tax 
nt taxes 


1.02 


al and special accounts $52.15 | $41.59 $10.56 


credit plans were provided for Congressional consideration, both against 
tax, one for 2.27 billion dollars, the other for 3.51 billions. Since a portion 
ve become available immediately to certain classes of taxpayers, no attempt 
illow for their estimated over-all effect on total revenues. 

House Hearings on Revenue Revision, pp. 52-55, table submitted by the 


*, nevertheless, important defects in presentation. For an analysis of Con- 
s and policies, see the article by Professor Newcomer which follows. 
’ refers to taxes effective under the existing Revenue Laws when the 
e its 1943 proposals. 
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contained many good proposals, some of which have since been em. 
bodied in law. Among these suggestions were (1) repeal of the Victory 
tax, (2) repeal of the earned income credit, (3) reduction in persona 
exemptions, (4) an increase in surtax rates throughout the range of 
taxable income, (5) extending withholding to salaries and wages in ey. 
cess of the first bracket surtax net income ($2,000) to collect syp. 
stantially the full liability with respect to the higher wage and salary 
brackets, (6) a “suggestion,” not a “proposal,” for the use of post-war 
credits, primarily at the lower levels of income, and available in certajy 
cases as an immediate credit against income tax liability.*° 


Proposed Increases in Income Taxes 


Since the proposed increases in income taxes, coming on top of 
successive increases in 1940, 1941 and 1942, were attacked from many 
sources as threatening to “liquidate the middle class” and impose “un. 
bearable” rates on taxpayers generally, it is of interest (1) to compare 
the 1943 taxes and those proposed by the Treasury, (2) to compare 
such taxes with those in the United Kingdom and Canada and (3) to note 
the “effective” rates of tax (total tax divided by net income) involved 
This is done in Table II for a married couple without dependents. 

While comparisons based on income taxes alone are faulty, the in 
come tax is the main source of wartime revenue in all three countries 
and the figures on relative “burdens” would appear to have some 
significance. On basis of net tax, it appears that the Treasury proposals 
would have brought United States income taxes up to the Canadian 
level in the “middle income” brackets ($2,500 to $5,000), though still 
leaving them considerably below the effective British rates. Above 
$5,000, the proposed taxes approached and in some instances passed 
the effective rates in both the United Kingdom and Canada. Since the 
Treasury proposals were not adopted, however, U.S. net tax rates were 
left below the taxes in both other countries in the income levels below 
$2,000 and $5,000, where a large portion of total U.S. income is found 
(over 40 per cent), and where total taxpaying ability is relatively great.” 


Proposed Increases in Excise Taxes 


Another major portion of the proposed program provided for 1 
creases in selected excises falling mainly on liquor, tobacco, admissions, 


” Of the suggestions listed, only repeal of the earned income credit was incorporated 
in the Revenue act of 1943, adopted early in 1944, which came out of the hears 
analyzed in this paper. In the later Individual Income Tax act of 1944 (hereafter reierree 
to as the tax simplification act), the Victory tax was repealed, but was replaced wit! : 
3 per cent “normal tax and graduated withholding was made possible for wages and salaries 
up to $5,000. 

"See pages 715 to 718 for discussion of this point. U. S. net tax rates were increase 
slightly by repeal of the earned income credit in the Revenue act of February 1944 
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transportation of persons, candy and soft drinks, jewelry and furs and 
distance communication (in approximate order of revenue importance). 
The Treasury contended that the selected excises have much to com- 
mend them as a source of wartime revenue, particularly as against a 
general sales tax. For its particular excise taxes, it argued that (1) 
supplies of most of the goods and services were below demand at exist- 


[I—A ComPpaRIsON OF INCOME TaxEs OF MARRIED COUPLES WITHOUT DEPENDENTS 
EXISTING AND PROPOSED LAWs IN THE UNITED STATES AND OF INCOME TAXES 
IN THE UNITED Unitep Kincpom AND CANADA® 


Gross Tax Net Tax 


Net United | Inited 
Income | King- | Canada) | King- | Canada 


dom | | dom | 


u.s. | U.S 


$1000 '§ 118 158 

2,500 363 | 440 | 730 | 51} 320 

5,000 | 1,110] 1,526) | 1,878] 1,011 2: 
10,000 | 3,008] 4,216) 5| 4,7 2.798| 3,989 | 
50,000 | 29,505} 37 ,001 | 34,553| 28,505 | 36,751| 36, 


$ 1,000 
2,500 


10,000 | 


| 
5,000 | 
50,000 | 


| | 
| 


1 for the United Kingdom and Canada from figures er lished by the U. S. Treas- 
the Treasury Department, Dec., 1942, p. 74. “U.S. I” refers to tax under 1943 
Il” refers to tax under Treasury proposal. U.S. tax includes state income tax (Iowa 
5%). “Gross Tax” refers to tax before any post-war refund or credit under re- 
s immediately available against tax liability. “Net Tax” is after all such refunds 
ken out. British estimates were made on the basis of the pound sterling con- 
t $4.00. The comparison between the three countries is difficult to make on a net 
n the United Kingdom no part of the post-war refund is available currently, 
fund was available currently as a credit against tax in Canada and inthe U. S., 
ws, to the extent that the taxpayer had purchased war bonds, paid debts or 
nce premiums, up to the full amount of the credit. Under the Treasury pro- 
t-war credit provisions in force as a part of the Victory tax would have dis- 
they now have) and a new credit would have been available against regular in- 
t the new credit was available currently against tax liability only if annual income 

r had not increased more than 15% since the beginning of the war. 


ing prices, so that consumers could absorb the proposed increases with- 
out placing extra burdens on business, (2) the goods taxed were non- 
essentials | — as against food, clothing and shelter as 
on ntials”), (3) any given consumer could avoid the taxes if desired 
by altering hi is consumption pattern, (4) the proposed taxes would not 
conilict with the government program to stabilize living costs, (5) the 


proposed excises would involve little increase in administrative machin- 


nge 
in 
‘t Sub. 
salary 
St-war T 
certain 
50 |$ 0 
587| 401 
628 1,378 
245 3,762 
195| 33.553 
2% | 0% | 11% 0% 27% 0% | 5% 0% 
T : 15 16 23 16 
t 22 28 33 28 
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ery and compliance costs, since only two new excises were proposed, 
On balance, the proposed excise tax increases would probably have had 
an anti-inflationary effect, since they would have lessened consumer 
pressure in certain markets and probably would not have produced 
effective pressure to revise the programs to stabilize living costs. (It js 
difficult to visualize success for a program to raise wage rates because 
of higher costs of liquor and tobacco.) 

In its case against a general sales tax, the Treasury stated all the 
relevant points, but in addition submitted an exhaustive study on the 
possibilities and limitations of a general retail sales tax."* From this 
study it drew data which made it possible to show that the tax could not 
be an important addition to the tax system even from the revenue point of 
view. As Secretary Morgenthau said in his testimony before the Senate 
committee: “A 10 percent” retail sales tax with no exemptions for neces- 
sities of life would raise at current sales levels about $6,300,000,000.” 
Allowing for exemptions for necessities that almost certainly would be 
made, “the exemptions would remove so much of the tax base as to leave 
little more than an empty shell. The exemption of food would reduce 
the yield by $2.4 billion; the exemption of medicine would reduce the 
yield by another $200 million; the exemption of clothing would reduce 
the yield by another $1.1 billion. . . . A sales tax with such exemptions 
would yield about $2.6 billion. Of that, about $1.2 billion would come 
from goods and services already subject to Federal excises” and no 
general sales tax is needed to produce revenue from them. “This leaves 
$1.4 billion, which includes nearly $600 million from equipment, chemi- 
cals and materials used in business and thus entering into the costs of 
doing business, with resultant increases in the costs of doing business 
and in prices to the Government and to the public. Most of the remain- 
ing $800 million would be on items that might properly be subject to 
sales taxation.” 


Other Proposed Increases 


In addition to its major revenue proposals, the Treasury also pro- 
posed to “extract” a small amount of additional revenue from corpora- 
tions and from estate and gift taxes. It proposed to increase surtax rates 
on corporation income so that the combined normal and surtax rate 
would reach a maximum of 50 per cent as compared with the present 
maximum of 40 per cent (on corporations with income in excess of 

48See “Considerations Respecting a Federal Retail Sales Tax,” Revenue Revision om of 
1043; Hearings, House Ways and Means Committee, 78th Cong., Ist sess., pp. 109>-/-' 


A 10 per cent tax would be over three times greater than the rate now in force | gy 
state. For discussion of the base of such a tax, see House Hearings, pp. 1124-51. 
apparent that the tax about which Morgenthau was talking was a tax on the sale 0! 
goods and not services also, since total consumer expenditures were running at an annus 
rate of close to 90 billion dollars when he testified. 
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F $50,000). It also proposed to increase estate tax rates, reduce specific 
te exemption from $60,000 to $40,000, and increase gift tax rates to keep 
| 

. at three-quarters of estate tax rates. There is little to say about 
er 
we these proposals other than that they were designed to extract a little 
¥ additional revenue from sources already heavily taxed. The Treasury 

proposals for higher corporation and estate (and gift) taxes were not 
use . ‘ 
adopted by Congress, though some parts of both the excise and income 
the tax proposals were adopted.” 
the 

his II. Basic Defect in the Treasury Program 
not lhe many merits of the Treasury proposals—and some of them are 
tof important enough to warrant discussion later in the paper—cannot con- 
ate ceal their defects. These defects were often a composite of misuse (or lack 
“eS. fuse) of data available to the Treasury and of inadequate explanation 
0.” ithe data presented. Most serious by far was the failure of the Treasury 
| be to present the kind of tax proposals which its own data (submitted di- 
ave rectly) and data of its research experts (submitted for the record) 
luce cemed to suggest, if the inflation dangers strongly emphasized by both 

the Secretary Morgenthau and later by Mr. Vinson, Director of Economic 
luce Stabilization (appearing for the Treasury program), were to be checked. 
ions Early in his statement to the House Committee, Secretary Morgenthau 
ome emphasized that “today, four-fifths of all the income of the Nation is 
| no going to people earning less than $5,000 a year. And except for the group 
ves earning no more than a bare subsistence wage, this group represents the 
emi- greatest potential danger from the inflationary standpoint. The weight of 

s of the inflationary money in the hands of this group can cause undue price 
ness rises, and can completely upset our economic system, unless absorbed 
ain- in sufficient quantity.’’* A little later he said flatly that the bulk of 
t to added revenue must be obtained from people earning less than $5,000 

a year. Yet the program of the Treasury proposed, in fact, to raise 

only half the added taxes from the groups below $5,000. Nor was a 

10.5-billion-dollar increase anything like the amount of added taxes 
pro- which had been suggested as feasible in a memorandum available from 
ora its own research staff and included in the House Hearings as a matter 
cates of record 

rate 
sent — s finally passed proposed to increase individual income taxes by 665 million 
if r is, 1 ’ as a result of repeal of the earned income credit; to increase corporation 

5 ¥ llions, by increasing the excess profits tax rate from 90 to 95 per cent 
. it decreasing the credit for invested capital; to increase excise taxes between 

1977 as contrasted with Treasury proposals for an increase of 2.5 billions) ; 

all postal rates. On the other hand, Congress voted, for the third time, to 
145 ’ in social security tax rates for old-age insurance which were scheduled 

ade . rease. The Treasury had counted on this increase of over a billion dollars, 
ad ugh i in social security taxes were not part of its 10.5-billion-dollar tax program 


ry 
learings, p. 4. 
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Findings of Treasury Experts 


In this memorandum on “The Need for More Taxes” (from the 
Division of Tax Research), inserted in the House Hearings, there are 
estimates of how much additional taxation citizens can bear and how 
much additional taxation is needed to check the inflationary pressure. 
The net increase in taxes suggested by the analysis is a figure certainly 
much above 10.5 billion dollars though those preparing the memo. 
randum considered several alternative situations and came out with 
several answers. Probably most significant is the statement that citizens 
could bear 25 billion dollars of properly designed additional taxes jp 
1944 without undue hardship as compared with 1943. (The anonymous 
writer(s) do not argue that taxes “necessarily” should be so increased.) 
This figure was arrived at as follows: 


For calendar year 1944, income payments are estimated at about $157 bil- 
lion, and personal taxes . . . at about $22 billion, leaving “disposable in- 
come” of about $135 billion. It is generous to figure consumer supplies at 
present prices at $88 billion. Thus the amount that consumers will need 
in order to buy the available consumer goods and to pay the personal taxes 
imposed under present laws, will fall short of their total income by $47 billion 
Besides spending and paying personal taxes, of course, citizens have needs 
for saving. But ordinary savings needs account for only a fraction of the 
$47 billion. An outside figure for the amount needed to carry out contracts 
for debt repayments, life insurance and so on is $7.5 billion. This figure 
about equals the highest total for a year’s savings ever recorded in peace- 
time. In view of post-war uncertainties, many people feel a need for savings 
going beyond these commitments. But the total savings need may be written 
up to three times the $7.5 billion figure—which also means to three times the 
savings level of 1940—without making it possible to estimate the excess 
of incomes over all requirements at less than $25 billion.*® 


As to the amount of additional taxes needed—and the memorandum 
was directed to personal taxes only—analysis was made primarily from 
the standpoint of the amount needed to back up rationing and price 
control effectively. After taking various approaches, the analysts finally 
concluded that the British proportion of consumers’ disposable income 
to available supplies probably comes very close to being a good indica- 
tion of the strain to which a rationing and price control system can 
prudently be exposed and find that this would mean about 17 billion 
dollars in additional personal taxes.’* (As the term “personal tax’ is 


** See “The Need for More Taxes,” Appendix A, House Hearings, p. 29. 

“In calendar year 1942, British consumers had incomes, net of personal taxes cur 
rently paid, amounting to about $24 billion and their expenditures, including 1 aaa 
taxes, were about $19 billion. Per dollar of disposable income they were able to buy abou! 
80¢ worth of goods. In the U.S. in 1942, consumers were able to buy only 75¢ wortd 
per dollar of income after personal taxes; in the first half of 1943, the ratio was ¢ - 
to 73¢ worth .. . ; for fiscal 1944, the ratio in prospect under present taxes is about 
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commonly used today, most of such added revenue would have had to 
be in personal income tax.) 

The main reason for taking this position was that, “admitting all the 
differences between British and American conditions, the British ex- 
perience is still probably the best evidence as to the part tax policy 
must play in a balanced inflation program. The British are fighting 
inflation by a balanced combination of fiscal and other measures—in- 
cluding, besides taxes, drastic consumer rationing, retail price control, 
4 small amount of compulsory lending and powerful campaigns to sell 
war bonds.” The net conclusion of the analysis is that, in 1944, personal 
taxes could have been increased by as much as 25 billion dollars, and 
should have been increased by as much as 17 billions, in order to keep 
pressure on price control within readily manageable limits. Treasury 
proposals actually made were considerably below this figure, however. 
It was decided to ask for an additional amount of personal taxes equal to 
about 7 billions (income plus estate and gift taxes), less than half the 
amount which its experts recommended as a tax contribution to a 
balanced and anti-inflation program. Even the entire proposed program 
of 10.5 billion dollars falls far short of the 17 billion im personal taxes 
suggested as the probable desirable minimum. The 10.5-billion program 
apparently represented the maximum which the Treasury felt that the 
taxpayers could stand without undue strain.” 


Failure to Strike Points of Inflationary Pressure 


In planning the distribution of the 6.5-billion-dollar income tax in- 
crease among the various income groups, the Treasury placed little over 
half of it (52.4) per cent on the income groups below $5,000 where it 
had argued that the inflationary problem was concentrated.** Data on the 


vorth. To reduce American disposable income enough to pull the ratio up to the British 
level of 80¢ would call for $17 billion of extra personal taxes.” (House Hearings, p. 27.) 
"Secretary Morgenthau’s view on this matter was expressed in his testimony: “When 
ve talked to actual people—people who pay rent, feed their families, and meet the extra 
's which wartime living saddles upon them—we found that some had ability to pay 
much heavier taxes, but that others earning the same amount of money could not bear so 
burden. From our surveys and from checking closely the response of working 
e and farmers and other groups in the bond drives, we further found that this 
‘qual ibility to pay taxes is being compensated for in a large measure by the 
voluntary purchase of bonds among people who have more than their usual amount of 
money to spend.” See House Hearings, pp. 4-5. 
> percentage is just below 50 per cent when all proposed personal tax increases are 
considered, taking Treasury estimates of the probable distribution of proposed increases in 
't taxes into consideration also. The percentage rises to 50 per cent when it 
‘attempted to guess where all proposed tax increases might have fallen, as the Treasury 
Was requested to do during the course of the hearings. While most of the excise tax 
creases h were proposed would have fallen with special severity on the lower income 
vriter doubts that much confidence can be placed in their allocation by income 
, the Treasury may have felt the same way is indicated by the fact that they 
oo a no such allocation until asked to do so, and then only after pointing out the 
~aiculues involved in making such an allocation. 
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estimated distribution of income, of existing taxes and of added taxes 
which were submitted during the House hearings are given in Table 

From analysis of these data it appears that, in 1944, and withoy 
change in tax laws, the Treasury expected: 

1. The bottom 32.1 per cent of income recipients to receive less thay 
$1,000, for a total of 12.2 per cent of income payments before taxes, ty 
pay 2.3 per cent of total personal taxes, to receive 13.8 per cent of 


TABLE DIsTRIBUTION, BY NET INCOME CLASSES, OF INCOME Recipreyts 
INCOME PAYMENTS, PERSONAL TAXES UNDER 1943 LAWs AND PrRoOposED 
ADDITIONAL PERSONAL TAXES, FOR THE CALENDAR YEAR 1944* 


(income recipients in millions; dollar figures in billions) 


Total Proposed Increases i 
. | Number Total Less Income Personal Taxes 
Net Income f Re- Income | Existing | 
“lasses Pay- | Personal] 
c cipients y after Estate | 
ments Taxes eee Income and Gift | 
$ 0-$ 1,000 | 21.6 | $19.2 _ 18.7 $0.081 | $ $0,081 
$ 1,000-$ 2,000 | 24.4 42.4 4.1 38.3 1.637 tert 
$ 2,000-$ 3,000 | 12.2 34.6 3.4 31.2 
$ 3,000-$ 5,000 6.7 30.7 4.3 26.4 1.747 1.747 
$ 5,000-$10,000 1.8 14.5 2.8 11.7 1.348 0.100 | 1.448 
$10, 000-$25 ,000 0.5 8.1 2.4 5.7 816 0.300 | 
$25 ,000 & over 0.1 7.4 4.4 3.0 ; aie 
Total 67.3 | $157.0 22.0 | $135.1 $6.6304 | $0.400 | $7.030 
® Source: Treasury Department, Division of Research and Statistics, as submitted for 
House Hearings on Revenue Revision of 1943, p. 21. “Existing Personal Taxes” are estimates 
of payments under 1943 laws in calendar year 1944. ‘Proposed Increases” are taken from the 
Treasury program, of which they constitute the major part. Certain columns do not add t 


totals due to rounding. 

> Estimate for the $1,000 to $3,000 group; not broken down. 

° Estimate for the $10,000 and over group; not broken down. 

4 In the over-all program estimated increase in yield of individual income is $6.55 
interacting effects of other parts of the program. 


income payments after taxes and to have per capita income aiter taxes 
of $866. 

2. The 36.2 per cent of income recipients between $1,000 and $2,000 
to receive 27.0 per cent of income payments before taxes, to pay 15.’ 
per cent of total personal taxes, to receive 28.4 per cent of income pay- 

*” These data were not all submitted at one time. On the first day of the hearings Mr. 
Paul of the Treasury read figures on the income distribution simply by gross amount 
received in each income class. On the following day, Mr. Vinson submitted data ps 
distribution of proposed added income taxes, and somewhat later the Treasury suomi’ 


for the published hearings all the data contained in the table except proposed increases © 
taxes previously presented, the period of whose payment is here assumed to be 1944 a 
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ments after taxes and to have per capita income after taxes of $1,570. 

The 28.1 per cent of income recipients between $2,000 and $5,000 
to receive 41.6 per cent of income payments before taxes, to pay 35.1 
er cent of personal taxes, to receive 42.7 per cent of income payments 
‘iter taxes and to have per capita income after taxes of $2,557 and 
$3,940, respectively, for the two sub-groups between $2,000 and $5,000 
shown in Table III. 

4. The top 3.6 per cent of income recipients to receive more than 
¢5.900, for a total of 19.1 per cent of income payments before taxes, to 
pay 43.8 per cent of personal taxes, to receive 15.1 per cent of income 
payments after taxes and to have per capita income after taxes of 
$6 500, $11,400 and $30,000 for the three sub-groups shown in Table 


From these derived data, in turn, it appears that there are four major 
croups for tax purposes, and it will be shown that a Treasury program 
ostensibly geared to inflation control should have proposed that the 
bulk of such taxes should fall on the “middle income” groups between 
$ und $5,000. First, however, what of the bottom and top groups? 
The bottom group (below $1,000) obviously has no genuine additional 

ng capacity (except for the relatively small number of single 
persons), if working health and efficiency are accepted as criteria for 
tax exemption in wartime. The Treasury was on sound ground when it 
proposed to decrease the net burdens of married people in this group. 
ther, this group, though containing a surprisingly large percentage 
of income recipients for a year of wartime prosperity, receives only 
13.8 per cent of total income payments after personal taxes and cannot 
constitute a major part of total tax revenues to be collected from all the 
people for this very reason, apart from all other reasons. 

The top income groups (over $5,000) still have some additional 
taxpaying capacity. Such taxes are not likely to be equally effective, 
dollar for dollar, in restricting consumption as taxes on lower income 
groups, since there is a greater opportunity to rearrange budgets to save 
ss and thus maintain standards of consumption. There are two other 
considerations relative to the top income groups. In these groups, some 
attention must be paid to “incentive” as a basis for tax-free income, 
I “working health and efficiency” are important in the bottom 
p. It has already been shown that the proposed rates for these 
upper income groups would have lifted their taxes to the level of those 
in the United Kingdom and Canada, and in some instances, to levels 
slightly higher (Table IT). Finally, even though having high per capita 
mes after taxes, this top group now have only 15.1 per cent of total 
income after taxes and (in this one respect like the bottom income 
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groups) do not represent the groups where the bulk of the income afte, 
taxes is concentrated. 

It is where the income is, above minimum levels, that most taxes tus 
come. From this point of view, the income recipients between $1.00) 
and $5,000, receiving 71 per cent of total income payments after taxes 
represented the group which should have been most heavily taxed 
by the Treasury proposals. Within this income range, the bulk of the 
taxable income is concentrated in the $2,000-$5,000 group, who receive 
42.7 per cent of income after taxes, and whose incomes, because higher 
represent more taxable capacity per individual than for the $1,000 to 
$2,000 group. The major “inflation potential” into which the Treasury 
could really have made serious inroads would appear to be in this $2.00) 
to $5,000 group. In this group probably will be found the bulk of war 
incomes, where the tendency to spend suddenly acquired extra income 
is greatest (though this is not meant to suggest a tax on increases in in- 
come, the defects of which are discussed later in this article). The 
Treasury figures do not make possible a comparison of present and pro- 
posed taxes for the $2,000 to $5,000 group, but for the $1,000 to $3,900 
group, the proportion of personal taxes to have been paid would have 
been slightly lower than under existing law and for the $3,000 to $5,000 
group only slightly (less than 2 per cent) higher. It follows that the de- 
gree of taxation which should have been proposed for the $2,000-$5,000 
group was not proposed and critics were correct in arguing that the 
Treasury did not have a strong anti-inflation tax program. That adop- 
tion of the Treasury program would have had some anti-inflation efiect 
cannot be denied, especially when compared with the substitute which 
was enacted into law early in 1944, over the veto of the President. 

In the House and Senate Hearings, there is actually very little in the 
Treasury testimony to indicate that the inadequacies of income taxes 
on high income groups as anti-inflation taxes was given much considera 
tion in framing the program. It is true that more careful consideration 
was given the problems of low-income receivers. Even so, Secretary 
Morgenthau made the Treasury presentation unnecessarily “muddy” by 
failing to point out at the beginning of his testimony that while, as he 
said, over 80 per cent of income payments are currently flowing ‘0 
people receiving under $5,000, the bottom third of the income receivers 
(below $1,000) get relatively little of the 80 per cent and cannot con- 
stitute a major source of added revenue. A consequence of his failure 
to give a breakdown of his global figures was the resurgence of sales 
tax sentiment in the House committee and creation of additional sent 
ment that the Treasury was really not presenting an anti-inflation 
program at all. 


| 
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e after Failure of Treasury to Concede the Defects of Its Program 


Next to the fact that the Treasury did not present a program in line 
aaa with the findings of its own experts, its unwillingness to admit the 
61,000 deficiencies of its program must also be severely criticized. After the 
tales, second day of the House Hearings, at which Director Vinson was forced 
taxed to admit that the Treasury program was not basically an anti-inflation 
of me program at all (see below), it is amazing to read Secretary Morgen- 
_— thau’s renewed remarks to defend the program before the Senate com- 
higher, mittee later on. His defense reflected continued failure to break down 
athe the income groups below $5,000 (the fiscal necessity of doing this has 
mp already been pointed out), so that it was possible for him to say that, 
ae “although at 1944 levels of income about 81 per cent of the total cash 
of ae income will be received by persons with incomes under $5,000, only 
_ 65 per cent of the net income above income tax exemptions will be re- 
ed ceived by this group . . . and though 61 per cent of the total income 
Raia will be received by persons with incomes under $3,000 only 39 per cent 
id of the net income above income tax exemptions will be received by this 
- ™ group.’”” This looks impressive until it is realized that his testimony 
spe also meant that persons between $3,000 and $5,000 will have 26 per 
h ia cent of the income above exemptions, though receiving only 20 per cent 
fe of the total income—thus leading to just the opposite type of conclusion 
bat the as to taxable ability below the $5,000 income level. Since the Treasury 

proposed to divide those with incomes below $3,000 into two groups, 


ae and to decrease (net) tax of married couples with net income below 
n Cl 


which $2,000 (to use an example ) while increasing the (net ) tax of couples 
a with income over $2,000, it was also an oversimplification for the Sec- 
in the retary to say, with respect to everybody below $3,000 that “the average 
; siete cash income per recipient . . . will leave little margin for additional taxes 
ae and afford few opportunities for inflationary spending.” 

dies This dec ision to defend its program, even when its inadequacy as an 
aati anti-inflation instrument had been brought out in the questioning of 
dy” by Director \ inson before the House committee,”* was unfortunate on the 
asia part of the Treasury. An outsider can only speculate whether Director 
ae Vinson was fully aware of the relationship of the distribution of the 
ceivers proposed increases in individual income tax to the assumed distribution 
of the national income in 1944 when he appeared in defense of the 
Treasury program before the House committee. Vinson, who ap- 
peared following the regular Treasury appearance, probably had the 
best chance to get sympathetic Congressional consideration for the 
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"See House Hearings, pp. 275-85, and comments immediately below. 
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Treasury tax program. From the Hearings, it is obvious that his pres. 
tige was high with the committee, on which he served for many years. 
He launched into an almost passionate plea to the committee to adopt 
the program in order to stave off impending inflation, and then intro. 
duced the Treasury data on income distribution and distribution of 
proposed increases in individual income tax (see Table IT). 

In the questioning, the House committee soon asked the inevitable 
question: “How are you going to skim off the so-called inflationary 
purchasing power if you do not reach down and tax those who are 
receiving the bulk of the national income?’”’* The Hearings indicate 
that Director Vinson was absolutely unprepared for this question, to 
which there was no answer, so that he was finally reduced to the state- 
ment that, nevertheless, he still considered 10.5 billions dollars as a 
minimum amount of additional taxes which should be raised. In this 
assertion, he probably was correct, but having based nearly his whole 
case for additional taxes on a “hold-the-inflation-front” argument, and 
having supported the Treasury program as a means to this end, there 
was little he could say when the data which he submitted showed the in- 
adequacy of the proposed program for anti-inflation purposes. To an out- 
sider it is strange indeed that Director Vinson should not have been 
more keenly aware of the inadequacies of the proposed program which 
he was defending. It is also strange that the program itself should ever 
have been presented in its proposed form by Secretary Morgenthau 
if he really wanted to make a frontal tax attack on inflation. 


III. Major Inadequacies in Presentation of the Program 


Despite the defects of the Treasury program, it was, at least, a care- 
fully formulated proposal which promised to raise over 10.5 billion 
dollars at a time when federal deficits were at record levels. As such, 
its passage would have been much preferable to the makeshift bill 
which finally became law early in 1944. The Hearings give the impres- 
sion that one reason Congressional committees failed to adopt the 
Treasury’s program may be found in the manner of its presentation 
Certain of these weaknesses in presentation have already been pointed 
out in analyzing defects of the program itself. There were, however 
many others, some of which are given below. In the aggregate, defects in 
presentation would not warrant much analysis if it were not that, under 
our system of government, strong fiscal leadership from the Treasury 
is requisite for good tax legislation. 

In the 1943 Hearings, these defects in presentation stand out: 

1. Failure to prove to the satisfaction of the Congressional com 
mittees that the danger of inflation was really very serious. 


‘House Hearings, p. 281. 


= 
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2. Undue enthusiasm for the sale of war bonds and for war loan 
drives at a time when an attempt was being made io make a case for 
additional taxes. 

3. Failure to take a definite stand on the issue of post-war refunds 
of a part of increased income taxes. 

4. Failure to explain adequately the Treasury conclusion that a 
on increases in personal incomes in wartime is undesirable. 


Dangers from Accumulating Savings 


Current accumulation of the “inflation potential” was pointed out 
) Treasury, indicating that individual savings after taxes were 
likely to exceed 45 billion dollars in calendar year 1944. At most, pros- 
‘or absorption of over 24 billions of this could be cited, leaving 
over 20 billions in savings for which there was no predictable use.” 
Secretary Morgenthau, Mr. Paul and Mr. Vinson all indicated that 
such a situation was highly explosive. The Congressional committees, 
r, seemed to be relatively unconvinced that inflation was any 
lar peril in the immediate future, and to some extent the ex- 
e of the months since last October has borne out their short-run 
tations. What has continued, however, is the steady piling up of 
individual and corporate savings at unheard of rates (this has 
irring ever since 1940). 
freasury did not appear to make adequate use of the abun- 
e of data at its disposal to emphasize the dangers of these accu- 
ing savings.*® It is true that the Congressional committees might 
have regarded the presentation of such data as simply a plethora of 
F yet such figures could have been used to build a strong case 
- for restraining the accumulation of such savings now in order to make 

he immediate post-war prospects for inflation control reasonably 
it is, any general rapid attempt by individuals and business 
pend” 100 billion dollars or more in accumulated liquid assets 


inted out that debt payment, insurance and mutual savings deposits would 
7 billion dollars and Morgenthau quoted a 17 billion figure for annual war 

which was, in fact, about 4 billion higher than the net increase in war bonds 
itstanding in the period to which he referred. 


point Mr. Paul did say that the problem of accumulating savings was serious, 
bstantiating his statement. He could have pointed out that (1) during 1941-43, 
vings were expected to total 74 billion dollars against a pre-war peak of 
billions in any one year, (2) the accumulation of liquid assets (cash, bank 
rmment bonds) by individuals and corporations amounted to 50 billions for 

‘2, for business alone to 23 billions for 1942 and 1943, and in cash and de- 
ne nearly 25 billions for individuals for the same years. These data were all 
efore the hearings, largely in articles in the Survey of Current Business during 
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immediately after the war could create a market situation too ey. 
plosive to control, particularly after the spending psychology that js 
likely to sweep over the country as soon as war ends, when pressures 
for wartime thrift are removed. 


veremphasis on the Role of Borrowing 


Failure of the Treasury to convince the Congressional committees 
that it really meant business with its appeal for 10.5 billion dollars in 
taxes probably was due in part to the unrestrained enthusiasm which 
Secretary Morgenthau showed for financing the war through the “vol- 
untary” purchase of war bonds and for the war-loan drives which he 
has directed so successfully (in terms of “sales made” in relation to 
“goals set,” as the Treasury stories put it). At the time of the hearings 
which are the subject of this investigation, Secretary Morgenthau was 
fresh from the successful Third War Loan, and could not resist launch- 
ing into accounts of the “whole-hearted response” of the American 
public whenever given an opportunity. On one occasion, he agreed that 
each bond drive had been more successful than the previous one, and 
expressed the opinion that the trend would continue.” He put con- 
siderable emphasis, too, on the fact that the Third War Loan had been 
successfully completed without aid from commercial banks, which were 
not allowed to purchase securities offered under the War Loan Drive 
(this also was true of the Fourth and Fifth War Loans), so that, in his 
opinion, war loan financing was being put on a non-inflationary basis. 

It cannot be proved, but the type of questioning directed toward 
the Secretary indicates that some committee members were satisfied 
that he was actually less interested in the tax program than with the 
continued success of his war-loan campaigns.’ In any event, he over- 
stated his case for war bonds. Since May, 1941, at least, a considerable 
percentage of U. S. Savings Bonds has been sold in $500 and $1,000 
denominations.** During the year ended April, 1944, sales of bonds of 
these denominations comprised 32 per cent of the total subscriptions. 
Bonds bought in such denominations constitute welcome money to 
help “pay for the war,” but they probably do not reflect restriction 
of consumer spending. Further, Secretary Morgenthau quoted a 1/ 
billion dollar annual figure for sale of U. S. Savings Bonds, whereas 
at the time of his testimony there was no 12-month period since these 
bonds had been offered when the net amount outstanding had increased 
by over 13 billion dollars. 


™* Senate Hearings, p. 21. 
See Senate Hearings, p. 21; House Hearings, p. 86. 
“Sales by denominations were not made available until this date. 
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Large Size of Commercial Bank Financing 


Finally, the impression conveyed that the Treasury was finding it 
possible to avoid net bank financing by excluding commercial banks 
from its successive war loans, beginning with the Third, is wrong. 
From September, 1943, through March, 1944, a period including the 
Third and Fourth War Loans, the interest-bearing federal debt (direct 
and guaranteed) not held within the government increased by just over 
37 billion dollars. During the same time, the two war loans raised 35 
billions and additional net sales of war bonds in months between drives 
raised about 2 billions more. This gives the impression that, indeed, 
bank financing is being eliminated. Yet during the same period the 
mount of federal securities held by Federal Reserve and commercial 
hanks increased 11.9 billion dollars, or at an annual rate of over 

billions. This can only mean that, during this period, people or 
institutions holding government securities must have sold them to 
banks to the extent of nearly one-third the increase in federal debt. 
During the same period deposits of commercial banks and currency 
in circulation increased 12.4 billion dollars while holdings of U. S. 
governments by Federal Reserve and commercial banks as a basis for 
deposits and currency increased 11.9 billions.** Thus, it appears that 
bank absorption of government bonds and the accompanying expan- 
sion of the circulating media continue in spite of the commendable 
Treasury policy of trying to steer clear of “inflationary financing.” On 
the other hand, an annual absorption rate of 20 billions of bonds by 
banks represents a decrease from the 23.5 billions of 1942. Moreover, 
in this war the Treasury has not advocated that people “borrow and 
buy” as in World War I. 


Other Defects in Presentation 


Another major weakness in presentation was the introduction by 
the Treasury of two “suggestions” for combining post-war refunds 
with its proposals for increased income taxes, while refusing to “recom- 
mend” them as part of its proposals. The “suggestions” were essen- 
tially alike in that they were designed to apply primarily at lower 
levels of income to ease the ultimate burden of increased war taxes 
and, in the case of incomes that had not increased by more than 15 


per cent since the war, would have been available immediately as 
"7 hange in the federal debt between September, 1943, and March, 1944, are 
formation in the monthly Bulletin of the Treasury Department. Data on bank 
f federal securities and on changes in circulating media are based on information 
the Federal Reserve Bulletin, June, 1944, pp. 575 and 590. For a recent confirming 
n the réle of the banks, see “War Finance and Banking,” Fed. Res. Bull., Aug., 


+, pp. /4 
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credits against taxes. This latter point was important, since it was the 
method suggested by the Treasury for differentiating somewhat (for 
tax purposes) people with increased war incomes and those whose 
incomes had remained substantially fixed. The “suggestion” mentioned 
most often by the Treasury would have refunded 2.27 billions of the 
6.5-billion-dollar income tax increase, through a refund of the first $50 
of tax, plus 25 per cent of the next $50, plus 5 per cent of the balance. 
with a maximum credit of $250. The more liberal “suggestion” would 
have refunded 3.51 billion dollars along similar lines with a top credit 
of $400.*° 

Assuming such refund suggestions were necessary in order to make 
the proposed tax increases palatable to lower and fixed income groups, 
they certainly could have been justified by the Treasury. Both Canada 
and Britain provide such “relief” in the lower income brackets, though 
their beginning tax rates are higher. Introduction of the “suggestions,” 
however, with no positive endorsement and with apparently insufficient 
explanation to make their purposes clear, had the main result of caus- 
ing members of the Congressional committees to feel that the Treasury 
was trying to shift to them responsibility for enacting an unpopular 
“forced savings” measure. On the whole, it resulted in a further de- 
cline in the Treasury “reservoir of good will” with Congress, already 
at low ebb. 

A final major defect in presentation was the failure of the Treasury 
to explain in some detail just why it had decided that a “war excess 
profits tax on individuals” was undesirable. The idea of taxing increases 
in war incomes had obviously been in the minds of several Committee 
members, but Mr. Paul dismissed the idea in a paragraph, pointing 
out that the Treasury had made a complete study of the subject though 
he inserted it for the record. This study® was another of the several 
excellent pieces of research within the Treasury which “turned up’ 
in the House Hearings as published, and its main points will be sum- 
marized in the final section of the article dealing with the merits of the 
Treasury proposals. 

The net effect of the various defects in presentation of the Treasury 
was to strengthen a conviction already present in the minds of many 
members of the Committees—that the necessity for adopting its pro- 
posals was not as great as the Treasury contended. This attitude went 
so far that, during the Senate Hearings, one Senator commented that 
the 10.5 billion dollars asked for by the Treasury just seemed to be a 


1 the 


” See Table II for the way in which the adoption of Proposal I would have affected to 
tax liability for those in various income groups. 

* “Taxation of Increase in Individual Incomes,” Treasury Department, Division 0! ! 
Research, as reproduced in House Hearings, pp. 90-107. 
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fgure that the Treasury had arrived at as a nice amount to ask for.” 
Certainly the inadequate presentation of its program contributed to 
the defeat of most of its recommendations which the Treasury finally 
had to take. 


IV. Major Merits of the Treasury Proposals 


The pointed criticisms which have been directed at Treasury pro- 
posals and their presentation before the Congressional committees 


must not be allowed to conceal the important merits of the Treasury 
rogram. Considered as an alternative to the tax law that Congress 
inally passed, which promised to increase total federal revenues by 
ess than 2 billion dollars (net), the Treasury proram was infinitely 
superior. Considered on its own merits, it contained many valuable 
uggestions for improvement in the tax system, some of which have 
since been embodied either in the Revenue act which finally emerged 
| the 1943 Hearings or in the later tax simplification act of 1944. 
» these suggestions were (1) repeal of the Victory tax, (2) re- 
( the earned income credit, (3) reduction in personal exemptions, 
increase in surtax rates throughout the range of taxable income,” 
extension of withholding to salaries and wages in excess of the 
first bracket surtax net income to collect substantially the full liability 
rrently with respect to the higher salary and wage brackets, (6) 
consideration of the merits of a post-war refund of a portion of the 
tional income taxes, (7) consideration of the merits of extending 
ing tax legislation relative to “carry-back” provisions on business 
as the best method of handling the problem of business reserves 

onversion to peacetime production. 

Victory Tax 

5 per cent Victory tax on income over $624, passed in the last- 
rush to frame a 1942 tax bill which would raise the amount of 
enue asked for by the Administration, created problems from the 
Lacking provision for personal deductions, having an exemption 
me different from that of the income tax and having a post-war 
redit “attachment” that actually made most of the credits available 
ly, the tax was difficult to administer side by side with the 


Hearings, p. 21. 
dom of proposed increases for incomes above $100,000 is questioned on 


ince made include repeal of the earned income credit in the Revenue act 

n of the 5 per cent Victory tax to 3 per cent in a special act prior to the 
nue act, repeal of the Victory tax and extension of the withholding system in 
ification act of 1944. Since the Victory tax was replaced by a 3 per cent 
tax, however, this particular change was largely relabeling. See also footnote 37. 
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federal income tax. With its exemption of $12 a week, the tax reached 
down to income levels which were far below income tax exemptions for 
all except single persons. With liberal credits, this tax was reduced jn 
effect to a 3 per cent tax (or somewhat less) for most people. Neverthe. 
less, the tax raised considerable net revenue, estimated at 3.3 billion 
dollars for a full year, and in urging its repeal the Treasury was forced 
to consider this potential revenue loss. This it did by proposing that 
Victory tax revenue be absorbed into increased income taxes. partly 
by lowering exemptions, partly by increasing tax rates. In the process, 
however, the Treasury proposed to eliminate from paying any direct 
tax of the income type about 9,000,000 families with incomes above 
Victory tax exemption but below income tax exemption. It was esti- 
mated that these 9,000,000 would be relieved of about 275 to 300 
million dollars in tax. 

Such proposed tax relief for a group that can hardly be regarded as 
having taxable “capacity” seems clearly justified, but the Treasury’s 
reasons for proposing the relief seem to have changed between the 
House and Senate hearings. Before the House committee, Secretary 
Morgenthau said that, by repealing the Victory tax, tax simplification 
would be achieved and “we would relieve 9,000,000 hard-pressed 
families from tax on their incomes,” though “they would continue to 
pay heavy indirect taxes and most of them under existing law will have 
their social security taxes doubled next year.”* (His references to 
continuing taxes, however, did not include Treasury proposals for 
additional indirect or his suggestion for additional social security 
taxes.) Attacked for letting 9,000,000 taxpayers obtain tax relief in 
wartime, the Treasury partly shifted ground between the House and 
Senate hearings, and at the latter stated flatly that its sole reason for 
advocating repeal of the tax was tax simplification. Furthermore, it 
showed that, in its judgment, the 9,000,000 would bear additional ex- 
cise taxes under the proposed Treasury program that would about 
offset their reduction in Victory tax.** It thus completely abandoned 
the excellent grounds of equity for repeal of the tax which it had ap- 
peared to establish in the House hearings. Grounds of tax simplifica- 
tion were themselves important enough to warrant repeal of the tax 
in the recent tax simplification act.” 


* House Hearings, p. 6. 

* See Senate Hearings, pp. 10-13, and statement of Mr. Paul on p. 20 that “the 
jection [to the Victory tax] at this time is the undue complexity which it introduces 
our system. There are objections on equitable grounds, but that hasn’t anything | 
with it.” 

* But shades of the Victory tax remain in the new 3 per cent tax on met income 0! 
everybody with an income of over $500, which tax, however, is made part of the general 
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repeal of Earned Income Credit 

Another suggestion of the Treasury which probably represented an 
improvement, and the only one of its suggested changes in the per- 
income tax which found its way into the Revenue law as finally 
was repeal of the earned income credit. This device, which 
found its way into law for the first time with the Revenue act of 1924, 
was supposed to differentiate between property and non-property in- 
come, and to apply a lighter tax to the latter. As it operated under the 
existing Revenue laws, the earned income credit was highly arbitrary 
as between individuals and provided no assurance that the desired end 
was being achieved. Under the 10 per cent earned income credit, all 
1et income up to $3,000 was assumed to be earned income (read: 
“income from personal compensation”), even though it happened to 
all unearned (read: “income from property or investments”). Fur- 
her. no one could claim a credit on over $14,000 net income, even if his 
salary were $50,000. Self-employed business men were not permitted to 
more than 20 per cent of their total net profit as “earned” (if the 
ofit exceeded $3,000). Finally, the credit was available for deter- 
normal tax” only, which lost much of its significance when the 

surtax began to apply to the first dollar of taxable income. 

Secretary Morgenthau argued that “by eliminating this misnamed 
earned income credit, we can gain simplification without discrimina- 
tion against the salaried people and wage-earners with modest in- 

* On grounds of simplification, he was certainly correct, though 

nd this his argument should have been that repeal would be one 

eans by which to raise added revenues from all taxpayers and 

hence predominantly from those in the “middle income groups’’®® 
where the Treasury tax program was inadequate anyway.*° 


Reduced Personal Exemptions 


It was stated earlier in the article that the Treasury income tax pro- 
als were to be criticized mainly because they were inadequate in 


tax structure and is imposed on net, not on gross, income before the usual 
> Hearings, pp. 6-7. 
n on the tax base on pages 716-718 of this article. As finally passed, the 
evied new taxes totaling 2.3 billions, of which the major income tax increase 
ng over 500 millions from repeal of the earned income credit. 


above, page 718. In addition, the statement of W. J. Schultz has some 
ressive income tax schedule is in itself a loose tax discrimination against 
me, since the proportion of income derived from investment returns is 
sher taxed net incomes of rich individuals than in the lower taxed incomes 
duals.” The same is true, he points out, with respect to taxes on business 


ty which are not shifted. (American Public Finance, 3rd ed., p. 444.) 
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total and failed to tap the incomes of the $2,000-$5,000 group with 
sufficient severity. Nevertheless, the Treasury proposals to reduce 
personal exemptions from $1,200 to $1,100 for a married couple and 
from $350 to $300 for dependents (assuming repeal of the Victory tax). 
and to increase surtax rates all along the line, except possibly above 
$100,000, were in the right direction. Given repeal of the Victory tax. 
the proposal of an exemption of $1,100 for a married couple marked 
an evident effort on the part of the Treasury to reach down to a base 
wartime income that required exemption on grounds of health and 
working efficiency. In successive revenue acts, it must be remembered. 
the exemption had been pushed down from $2,500 before the war to 
$2,000, $1,500 and $1,200. (The same is true for the reduction in the 
exemption for a family of four from $3,300 to $2,800, $2,300 and 
$1,900.) This reduction of more than 50 per cent brought millions of 
additional taxpayers under the income tax, but even more important, 
it increased tax revenues from all those already above the exemption 
line. From these higher-income taxpayers taxed at higher surtax rates 
comes most of the added revenue brought in by lowered exemptions. 
This effect of reduction in exemptions, even by small amounts, is some- 
times underestimated.” 


Surtax Rate Proposals 


In its proposals for increases in surtax rates, the Treasury as in 
1942 adopted the Canadian and British policies of increasing the 
rates within the first $2,000 of taxable income. Under the 1943 law, 
the “bracket” rate in the first $2,000 of taxable income was 13 per 
cent, as it remained in view of the failure of Congress to adopt Treasury 
proposals.*** The Treasury proposed that the rate start at 21 per cent 
for the first $500 of taxable income and for successive $500 increments 
be increased to 24 per cent, 27 per cent, and 30 per cent. For taxable 
income above $2,000, the established “brackets” were left unchanged 
(The rates increase by $2,000 intervals up to $22,000 and by intervals 
that increase gradually above this taxable income level.) For an indi- 
vidual with $2,000 taxable income, this meant an average rate of 25). 


“ Thus, a family of four with net income of $2,500 had an income tax liability on 19 
income of $99. Under Treasury proposals, its exemption would have dropped $200 
surtax rate would have increased between 10 and 11 percentage points and its earned 
credit would have been abolished. The new income tax would have been $225, anc 
per cent of the increased tax of $126 would have been due to the decrease in persona 
exemption alone (42 per cent if “exemption” is interpreted to include the earned income 
credit). The $99 excludes a Victory tax of $60 net, not considered here in order to s10¥ 
as simply as possible the effect of changes in exemptions with everything else held constant 

was if 


“* The tax simplification act of 1944 changed both exemptions and rates, bu 
designed as an act to lift the general levei of taxation. 
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per cent as compared with the present rate of 13 per cent.** This refine- 
ment in adjusting “burdens” in the income range where taxable income 
ys a whole is concentrated was a definite improvement and it is to be 
-eretted that the proposal was not adopted. 
On the other hand, the wisdom of the Treasury in suggesting in- 
creased surtax rates for people with incomes above $100,000 is to be 
estioned. For a married couple without dependents, the effective rate 
at $100,000 net income was already about 69 per cent and the Treasury 
roposed to increase it to about 82 per cent. This is not an unbearable 
‘ax. if it is the only one, since even 82 per cent leaves $18,000. But 
many states have income taxes and, in addition, most higher income 
ta ayers had to look forward to paying the “unforgiven” portion of 
their 1942 tax in 1944 and 1945. At high income levels, therefore, some 
payers faced the prospect of taxes payable in 1944 which might 
eed their current net income. 
pite the fact that Congress had enacted the law making liquida- 
f a portion of 1942 taxes necessary, one analyzing the Hearings 
les that the Treasury might have removed one source of criti- 
for its program if it had not asked for further increases in rates 
ies above $100,000 while “unforgiven” 1942 taxes were still 
liquidated. 


CA 


»position to Tax on Increase in Income 


f 


One of the proposals of the Treasury that was best supported by 

‘ul research was a negative proposal—not to impose a tax on the 

in individual incomes occurring during the war period.“ 

ire of the Treasury to take full advantage of this study has already 

pointed out. On the positive side, the study itself, even if only 

ie summary is read, makes a convincing case for avoiding this type 

' tax. To quote briefly from the conclusions and from some of the 
upporting evidence: 


e of war, when the demands for revenues are huge and the dangers 
ition are acute, a tax on increases in individual incomes has consider- 
. Despite its attractions, the tax on wartime income increases 
ince, undesirable. . . . The proposed tax is subject to serious 

res. (1) It would reduce incentives necessary for maximum war 


lian laws, the beginning rate is 37 per cent on the first $500, 40 per cent 
and 44 per cent on the next $1,000. Under British laws, the beginning 
r cent on the first $660, then jumps to 50 per cent. 
rence to this discussion, see Appendix to this article. For reference to Con- 
s on this discussion, see footnote 6, p. 708. 
31 for reference to the study. 
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production;*® (2) it would discriminate unfairly against several groups of 
income recipients;*® and (3) it would be extremely difficult to administer « 
Further, its attractions turn out to be more apparent than real. (1) It ;; 
very doubtful that persons with wartime increases in wage, salary, or farm 
income actually have greater ability to pay taxes than persons whose incomes 
do not increase.** (2) The source of many wartime increases is not the war 
itself, but normal advancement or initial entrance into the ranks of income 
earners. (3) Increases which are directly due to the war may be offset by the 
inconveniences, higher occupational expenses, and economic risks involved 
in war jobs. (4) Temporary financial relief for persons with stable incomes. 
to tide them over a difficult period, can be provided directly under the income 
tax by making post-war credit immediately available to them. (5) If ex. 
tensive exemptions were provided in the interests of equity, the base of the 
tax would be narrowed to a point where high rates would be needed to ob- 
tain a substantial withdrawal of spending power. 


Proposals to Aid Business in Reconversion 


Another constructive proposal of the Treasury that was supported 
by careful research was one relating to the adequacy of business funds 
for reconversion after the war,*® a problem naturally considered by 
business men to be of major importance.*® It is not possible to sum- 
marize this extremely detailed study in a few words, but some of its 
main conclusions were that: (1) it is logical that post-war costs asso- 


ciated with the production of war income (like meeting the costs of 


“ “By penalizing the very people to whom increased incomes are paid in order to secure 
the maximum war production.” 

““By placing an undue share of the tax on the income increases of persons with n 
income or with abnormally low income in the base period, or even with comparatively 
low incomes both currently and in the base period.” 

‘For only one of many reasons cited, “because taxpayers already burdened with com 
plex compliance operations under the individual income tax would find it at best irritating 
and at worst impossible to reconstruct their base-period income.” 

“For one reason, “because the position of persons with wartime increases in incomes is 
a very exposed position, since these large wartime increases are likely to be followed 
large post-war decreases” (ship-building, airplane construction, etc.). 

The remaining conclusions seem reasonably self-explanatory. 

“ “Post-War Expenses Related to Wartime Income,” Treasury Department, Division of 
Tax Research. House Hearings, pp. 135-69. 

“In this connection, however, note the major conclusion reached by S. Morris L 
and E. T. Weiler in the Survey of Current Business, Feb., 1944, in their article on “Ca 
Business Finance the Transition?” They write: “It can be stated categorically at the 
set that existing statistical data are inadequate to analyze this problem in detail by t 
of industry and size of firm. However, the available information is sufficient to show t¢ 
picture for business as a whole. From an examination of this material one must con 
that, if the settlement of war contracts is handled with reasonable promptness, busines 
as a whole will have the funds to finance the transition and a sizable margin for expansion 
beyond pre-war levels of output.” 
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deferred maintenance) should be charged against war income; (2) 
there is no way in advance to predict what these costs will be for any 
siven corporation, and no reserve proposal yet brought forward has 
solved this problem; (3) existing tax laws provide a basis for charging 
nost-war costs against war income. 
- On the basis of these conclusions, the Treasury pointed out that 
existing law provides for a two-year carry-back of business losses and 
urged that the law be broadened to permit corporations, after they 
have incurred certain post-war expenses attributable to the war in- 
ome, also to carry-back those expenses into the war years and reduce 
the war income by the amounts thereof. Taking into consideration the 

t that the real post-war problem for many corporations would be 
the need for adequate liquid assets, the Treasury then suggested that, 
since claims for tax refunds take time to audit and clear, a corporation 
be permitted to take a high proportion—75 per cent was suggested— 

its anticipated rerund from the carry-back, whether of losses or 
expenses, and apply it immediately against current tax liability for 
prior years’ operations, thus improving its cash position. The Treasury 
position was based on adequate research and it is to be regretted that 
the Congressional committees did not pay more attention to these 
excellent suggestions. 

V. Conclusion 


It must be said in explanation of the Treasury defeat on most major 
proposals that it faced a difficult situation in presenting its 1943 tax 
rogram. Before the Revenue Revision of 1943, the Congressional com- 

ttees on finance had lost most of their sympathy for Treasury tax 

Their attitude of opposition was especially noticeable during 


the prolonged “battles” of early 1943 over “tax forgiveness,” on which 
the Treasury position was regarded as unrealistic by many members of 
the committees." Beyond this was the growing hostility of Congress 
) the Administration and to further tax increases.°’* Given this un- 
favorable setting, it is understandable why the presentation of the 
program was unsuccessful in most respects. It is, nevertheless, unfor- 
tunate that the Treasury failed to present a program that might have 
contributed the most toward the ends which the Treasury said were 
most Important. 


ppendix discussion, where it is stressed that Treasury opposition was not to 
1, but to cancellation of the bulk of tax liabilities, especially in the upper 
kets, during the period of transition to a current collection system. 
ission of “Congressional Tax Policies in 1943” by Professor Newcomer in 
of the Review, for an analysis of Congressional leadership (or the lack of it) 
; the same period as covered by this article. 
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APPENDIX 
Tue TrEAsuRY AND “Pay-As-You-Go” TAxaTIon 


While enactment of the Current Tax Payments act'in June, 1943, fo}. 
lowed four months of heated discussion in Congress,’ unduly postponed 
consideration of general revenue revision and involved an area of disagree. 
ment between the Treasury and Congress which was not resolved, the “strug. 
gle” in retrospect is mainly of interest to the fiscal historian. Today, we 
have settled down to a “pay-as-you-go” system and have, in fact, recently 
broadened it under the tax simplification act. It seems unlikely that, having 
once made the transition, we shall ever return to the old system whereby we 
were always one year behind in settling up accounts with the government 
under the personal income tax. 

In retrospect, several things stand out relative to Treasury policy. First. 
the Treasury recognized in 1941 that broadening of the income tax base 
to take in millions of additional taxpayers logically demanded a system 
whereby smaller income groups would pay income taxes on income as 
it was earned. At about that time, it began an exhaustive study of the existing 
methods of current collection in three countries which were using it success- 
fully—Canada, Great Britain and Australia—and had the results of that 
study ready to present to Congress. In November, 1941, it recommended a 
collection-at-source tax of 15 per cent to the Ways and Means Committee in 
executive session. Again in the 1942 tax revisions, the Treasury recommended 
the adoption of collection-at-source for a substantial portion of the individual 
income tax. For this leadership, the Treasury is to be commended. Much of 
its program to collect taxes currently was adopted, and more recently its 
proposal to extend withholding to wages and salaries in excess of the first 
bracket of surtax net income ($2,000) was made part of the 1944 tax simplifi- 
cation act for wage-salary income up to $5,000. 

In the matter of the transition from the former to the present way of pay- 
ing income tax liability, however, the Treasury suffered a major defeat, both 
with respect to its proposals and its prestige. The essence of the defeat it- 
self was that the Treasury did not want the bulk of tax liability on 1942 
incomes “forgiven” in the shift to a current collection system, whereas the 
act as finally adopted “forgave” substantially three-fourths of 1942 taxes 
for most taxpayers (and all taxes if below $50). In the process, the Treas- 
ury was subject to much unwarranted accusation; especially from those who, 
favoring 100 per cent cancellation of 1942 taxes, contended that the Treasury 
failed to distinguish between “bookkeeping assets” and the process of con- 
tinuous tax collection which would continue no matter how the transition 
was handled. 

Actually, the Treasury held no such views. In his very careful statement 
to the House committee, Mr. Paul said (in part) that the cancellation ol 
all 1942 liabilities “need not involve either an increase or decrease the amount 


“From the time when hearings began on the bill before the House Ways and Means 
Committee until the President signed the bill on June 10, 1943. 
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y taken in by the Treasury in any given span of years. Each indi- 

| subject to taxation in 1942 has one year’s liability canceled, but he 

- at the same time required to pay another year’s liability sooner than he 

‘herwise would. Individuals who were not taxpayers in 1942, but who be- 

taxpayers subsequently, will be obliged to pay their liabilities one 

ear sooner than under existing law. Individuals who die, or who cease re- 

ceiving an income, pay the Government one year’s less taxes, but by and large 

money loss on their account is offset by the gain from new taxpayers who 
gin paying their taxes a year earlier.”®* 

the other hand, the Treasury did prefer that the bulk of its 10 billion 

“assets” in claims against individuals on 1942 income should not be 

led. For this it gave three reasons: (1) the unfortunate effect of full 

ss on the distribution of the tax burden; (2) the excessive relief 

ffer to taxpayers in a year of record national income; (3) the 

ion of forgiven taxes to inflationary pressure. The Treasury gave an ex- 

presentation of its position on these objections to forgiveness.®* Its 

however, was accepted by some elements in Congress and by other 

its arguments were outweighed by the conviction that “doubling 

xes should be avoided. The resultant compromise has already been 

|. In general, the Treasury position was well thought out and presented. It 

wever, that the “hangover” of 12'4 per cent of 1942 tax liability 

both in 1944 and in 1945 created problems for the Treasury when 

ed its tax program later in 1943, as has already been indicated. 


is point of view, the Treasury might have gained more in the end 
sisting tax forgiveness so stoutly. 


Hearings, p. 18. See footnote 6 for detailed description of the Hearings. 


respect to these three points, it contended that (a) complete forgiveness of 
irged as a means of adjusting payment methods to wartime tax rates, would 
t those groups who have been asked to make the smallest relative addition to 
ments to finance the war, that is, the upper income groups; (b) with 
great, and national income at an all-time high in 1942, taxpayers col- 
not require full abatement of a year’s taxes, to which must be added the 
individuals whose 1942 incomes were peak incomes of their entire earning 

the many taxpayers who had already saved to meet their 1942 tax bills 
e immediate spending, secure in the knowledge that 1943 taxes could be 
+3 income, with customary accrual of annual liability removed. This, of 

sketchy statement of the Treasury presentation. 
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CONGRESSIONAL TAX POLICIES IN 1943 


By MABEL NEWCOMER* 


The economists’ interest in Congressional tax policies has grown 
with increasing participation of the academicians in policy determina- 
tion. The formulation of economically sound tax systems becomes a 
purely intellectual exercise if, in the end, the members of Congress fail 
to grasp the many technical problems involved; or if, whether they 
understand the fundamental issues or not, they are motivated by more 
immediate economic considerations—their own personal status or the 
special interests of their constituencies. 

Among the problems that confront the investigator in this field, 
three are obvious at the start. First, while the official documente, such 
as the public hearings and the Congressional Record, are voluminous, 
there are so many informal conferences that the real origin of the 
specific provisions in our revenue legislation cannot always be ascer- 
tained. Second, in view of party and sectional rivalries, it may well be 
questioned whether there can be any unified and consistent tax policy. 
And third, the fact that Congress often accepts a substantial part of the 
tax program offered by the Treasury makes it difficult to differentiate 
Congressional policy from that of the executive branch of government. 
However, the 1943 Revenue act offers an unusual opportunity for 
analyzing Congressional tax policy. The first difficulty remains, but the 
second and third are minimized. The measure was approved after the 
President’s veto by a three-to-one vote in the House and a five-to-one 
vote in the Senate, with a majority of Democrats, as well as Republi- 
cans, voting for it in both houses. Thus party and sectional differences 
were less apparent than usual. Also, the break with the Treasury was 
exceptionally sharp. The 1943 Revenue act is Congress’s own creation. 
It is definitely not an administration measure. 


Tax Powers and Tax Leadership 


In the struggle for popular control of government the tax power has 
been one of the first objectives. And in democratic countries the repre 
sentatives of the people have been vested with special authority 
this field. The Constitution of the United States specifically charges 
Congress with the primary fiscal powers and responsibilities, and pro- 


* Miss Newcomer is professor of economics at Vassar College. She was also a m ook 
the United States delegation at the Monetary Conference recently held at Bretton Woo" 


New Hampshire. 
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vides that “All Bills for raising Revenue shall originate in the House 
of Representatives. . . .”* The Senate may exercise its powers of amend- 
ment freely, however, even to the point of introducing completely new 
taxes. The Victory tax, sponsored by Senator George in 1942, is a 
recent instance of this. Also, the Senate may originate bills providing 
new taxes if the taxes are incidental to the main purpose of the bill 
rather than for revenue. 

In spite of the unquestioned authority of Congress in this field, the 
executive branch of government may propose specific tax measures, 
and regularly does so. Congress has never shown the interest in initiat- 
ing internal tax measures that it has shown in initiating tariff legislation, 
and usually has to be prodded by the Secretary of the Treasury. The 
first internal tax passed by Congress, an excise on spirits, was proposed 
by Alexander Hamilton for the purpose of paying off the national 
debt. It became law in 1791 after long debate and considerable opposi- 
tion. When new taxes were needed for the War of 1812 it was Secretary 
Gallatin who proposed them to a reluctant Congress. 

The protective tariffs normally produced ample revenues in our early 
history, and there was little occasion for internal taxes until the Civil 
War. When the need arose, however, in 1861, it was Secretary Chase 
who initiated the new tax program with specific recommendations as to 
the amount and nature of the taxes to be levied. This time Congress 
responded willingly, and went much further than the Secretary of the 
Treasury’s timid suggestion. The Civil War tax program as a whole was 
the result of Congressional rather than Treasury leadership.’ 

During the First World War the President and the Secretary of the 
Treasury took the initiative in proposing new tax legislation, and for 

he most part worked closely with the Ways and Means Committee 
on specific proposals. When budgets failed to balance in the closing 
years of Hoover’s administration, both the President and Secretary 
Mills made very specific recommendations to Congress for new tax 
revenues, 

In view of these developments it is surprising to find Congressman 
Reed of New York, a Republican member of the Ways and Means 
Committee, protesting in the course of the House debate on the 1943 
Revenue bill that “the Treasury has no business having a fixed tax 
program. It is the duty of the House of Representatives, under the 
Constitution, to originate revenue bills. The executive branch is merely 
Supposed to administer the laws that Congress enacts. It is perfectly 
Proper lor the Secretary of the Treasury to make recommendations to 


Bolles, Financial History of the United States (New York, 1879-86), for an 
y tax legislation. 
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Congress when requested, but . . . it is improper for the Treasury to 
work out a tax program of its own and then insist that Congress 
enact it into law... .”* 

There seems to ‘be no historical basis for this position. Only the 
crises in our revenue history have been cited above, but very specific 
recommendations for changes in the tax system are to be found ip 
almost any annual report of the Secretary of the Treasury. Neverthe. 
less, Congressman Reed’s comment reflects clearly the mood of a large 
number of the members of Congress in the later stages, at least, of 
the preparation of the tax bill. For many years Congress has been 
harassed by requests for new taxes that have come at increasingly fre- 
quent intervals and for ever mounting sums. For the past decade there 
has been at least one important revenue act each year, as compared 
with one in every two or three years—and those often for reductions in 
levies—in the preceding decade. Yields, which stood at less than 2 
billion dollars in 1933, had mounted to 7 billions before our entry into 
the war, and reached 42 billions in 1944 without any significant con- 
tribution from the 1943 act. 

It was to be expected, consequently, that the members of Congress 
would be disturbed by the President’s request, submitted in his 1944 
message (delivered in January, 1943),* for 16 billion dollars in new 
revenue. The approaching elections doubtless added to their distress 
Even the substantial reduction—to 10.5 billions—in the Treasury 
program was not acceptable. The comment of Chairman Doughton of 
the Ways and Means Committee, immediately after the presentation 
of the Treasury program to this Committee, was: “I feel that the Sec- 
retary’s program . . . calls for more tax, in the aggregate, than the 
taxpayers can reasonably bear at this time. .. .”” 

The rift between the legislative and the executive branches of govern- 
ment in matters of tax policy had been widening for some months 
earlier. The Treasury proposal for a spendings tax, in 1942, was re- 
jected by the Senate Finance Committee without serious —s 
The Committee undertook, however, to offer a substitute measure, the 
Victory tax, in order to bring the total of new levies up to the amou 
requested by the Treasury. The House bill had fallen short of the Pr 
dent’s original request for 7 billion dollars by 700 millions, ond f far 
short of the Treasury’s later upward revision to 8.7 billions. The dis 
pute over the extent of “forgiveness” under the Current Tax Payment! 
act, in the early months of 1943, was bitter and prolonged, but some 


* Congressional Record, Vol. 89, p. 10034 (Nov. 24, 1943). 4 

‘President of the United States, Budget Message for the Fiscal Year Ending June 
1944, 

"New York Times, Oct. 5, 1943, p. 15. 
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concessions were made to the Treasury’s insistence that the larger part 
of the taxes that would regularly have been levied on both 1941 and 
1942 incomes be retained. In the 1943 Revenue act, on the contrary, 
there is little evidence of any concessions to administration wishes, 
unless the passage of any revenue measure at all may be so construed. 
Certainly the final act was not acceptable to the administration. Presi- 
dent Roosevelt characterizes it, in his veto message, as a “small piece 
of crust” containing ‘many extraneous and inedible materials.” 

The 1943 Revenue act has the distinction of being the first internal 
revenue measure to have received a Presidential veto. Specific schedules 
for tariff revision have occasionally been vetoed, and President Tyler 
vetoed two general tariff bills, but these were not primarily revenue 
measures.° Respect for Congressional authority in this field has proba- 
bly been responsible, at least in part, for Presidential acceptance of tax 
measures in the past; and the fact that the veto was overridden by an 
overwhelming majority in both houses is, in some measure, attributable 
to resentment of executive interference in what the members of Con- 
gress regard as their special province. Senator Barkley, majority leader 
of the Senate, resigned in protest, and Chairman Doughton and Repre- 
sentative Knutson, Republican member of the Ways and Means Com- 
mittee, issued the statement that: “The President’s veto of the revenue 
bill places squarely before the Congress and the American people the 
question whether the taxing power shall continue to be exercised by 
the duly elected representatives of the American people, or whether 
such power is to be surrendered and turned over to, or be dictated 
by, a small group of irresponsible theorists in the Treasury Department 
who advise the President on taxation and who seem to have lost pa- 
tience with constitutional government by law and who favor govern- 
ment by executive decree.” 

Under these circumstances it is clear that Congress did not lean 
heavily on Treasury recommendations for the 1943 Revenue act. 
Where then did it turn for advice? To answer this question it is neces- 
sary to outline briefly the procedure followed in enacting the 1943 
revenue measure. 


Revenue Act of 1943: Procedure 


Formal proceedings began with hearings before the Ways and Means 
Committee of the House, beginning October 4. The first witness, in ac- 
cordance with well-established custom, was the Secretary of the Treas- 
ury. The program he presented had already been made public in tenta- 


'D.T Selko, The Federal Financial System (Washington, Brookings Inst., 1940), pp. 


"New York Times, Feb. 24, 1944, p. 12. 
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tive form, and had been the subject of conferences between members 
of Congress and the Secretary of Treasury. Moreover, some members 
of Congress had already expressed their views that the total of 10.5 
billion dollars recommended was much too high, and Republican mem- 
bers were reported to be at work on a 5 billion-dollar tax bill. 

Some of the members of the Ways and Means Committee had started 
work on the new revenue measure at least a month before the hearings 
started, and the staff of the Joint Committee on Internal Revenue 
Taxation, which is charged with advising and preparing memoranda 
for both the House and the Senate committees, had been instructed 
to prepare alternative measures early in July. Consequently, the Com- 
mittee had a substantial backlog of information at its disposal when 
the hearings started. Some members doubtless had reached fairly defi- 
nite conclusions concerning the Treasury recommendations before they 
were formally made. 

The 1943 hearings continued for fourteen days. Considerably more 
than one hundred witnesses were heard, and a large number of letters, 
briefs, and other documents were submitted. As usual, most of the 
witnesses represented trade associations or other organized groups, 
and they ordinarily testified against some measure, either in effect or in 
prospect, that was opposed to their special interests. Most of the 
criticism was directed against the Treasury program, since this com- 
prised the only definite recommendations under consideration. The 
“average citizen” rarely appears at these hearings, and there is no 
certainty that the unorganized and less articulate interests will be 
heard at all. However, this year the CIO produced some twenty-five 
witnesses, and filled an entire day of hearings, so that the organized 
common man, at least, raised his voice. 

The usual plea was for a reduction of existing or proposed taxes. 
Occasionally, when pressed by some members of the Committee to 
offer a substitute for the tax that the witness was opposing, a positive 
recommendation would be made. Congressman Robertson, persistent 
advocate of a general sales tax, frequently succeeded in getting wil 
nesses to approve such a tax as a lesser evil.”® In a few instances com- 
prehensive tax programs were offered by organizations. This was true 
for the Chamber of Commerce of the United States, the Chamber ol 
Commerce of the State of New York, the CIO, and the National Law- 
yers Guild.” 

5’ New York Times, Oct. 2, 1943, p. 1. 

* Taxes, August 1943, p. 444. 

® See, ¢.g., U. S. Congress, House Committee on Ways and Means. Revenue Revision 2 
1943, Hearings, 78th Congress, 1st sess. (1943), pp. 826, 877. i 

“U.S. Congress, Senate Committee on Finance. Revenue Act of 1943, Hearings, = 
Congress, 1st sess., H.R.3687 (1944), pp. 238-43; 602-43, 854-69. Ways and Means Com 
mittee Hearings, op. cit., pp. 910-17. 
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Chairman Doughton was in regular attendance. The burden of the 
questioning was carried by him and ten other members who attended 
half or more of the sessions. The other fourteen members participated 
little or not at all. Many of the witnesses were not questioned. 

‘ter the public hearings closed the Committee considered the vari- 
ous proposals, including alternative measures prepared by the staff of 
the Joint Committee on Internal Revenue Taxation, in executive ses- 
sion. The fact that Treasury officials were excluded from the Commit- 
tee meetings when the Joint Committee staff plan was laid before it 

a matter for newspaper comment.* The only information con- 
cerning the action of these sessions that was made public was that which 
committee members chose to report to the newspapermen after each 
session. The more important decisions were reported from day to day, 
including frequent reversals of judgment. In the case of the sales tax 
vote, Doughton reported the number of affirmative and negative votes, 
but refused to reveal the names of the individuals voting for and 


rainst the measure. These executive sessions are attended by the full 


ana 


3 


committee. 

Under House Resolution 360, House action was severely limited.** 
No amendments to the bill presented by the Ways and Means Com- 
mittee could be made except amendments offered by direction of the 
Committee itself, and only two days were allotted for debate. Actually, 
the debate was concluded in a single day, and no amendment of conse- 
quence was made.” The bill (H.R.3687) sent to the Senate was entirely 
the creation of the Ways and Means Committee. 

Senate Finance Committee hearings were held on eight different 
lays. Again the Secretary of the Treasury was the first witness and 
he repeated the Treasury recommendations. The total number of wit- 
nesses was substantially greater than that appearing before the House 
Committee, and most were new. This time criticisms were directed at 
the House bill rather than at the Treasury program, although the latter 
received a fair share of attention. The time allotted each witness was 


ng to the New York Times this was “an almost unprecedented action” (Oct. 
. 24). The matter was commented on again in connection with rumors of Ran- 
s resignation. (New York Times, Oct. 31, 1943, p. 42.) It is one more indication 
was not interested in Treasury guidance. 
24, minority members were excluded from these sessions. 
nal Record, Vol. 89, p. 10019 (Nov. 24, 1943). It is interesting to note in 
t Philip Murray, President of the CIO, specifically recommended in his 
e the Ways and Means Committee that the procedure commonly followed, 
te on the floor of the House on tax measures, be abandoned. “Certainly in 
the people are entitled to know the views of their elected representatives in 
ird to each of the vital issues that are covered or not covered by the proposed 
. .’ (Ways and Means Committee Hearings, op. cit., p. 916). 
“clarifying” amendment was offered by Chairman Doughton. (Congressional 
89, p. 10073 [Nov. 24, 1943].) 
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much shorter than for the earlier hearings, and questions were few 
Most of the members of the Committee were in fairly regular at. 
tendance, although the Chairman, Senator George, was prevented by 
illness from attending all the sessions. 

The measure finally reported back to the Senate was materially 


TaBLE I.—EstiMaTED INCREASES IN REVENUE RESULTING FROM THE 1943 Revenve Act 
AND THE TREASURY, HOUSE, AND SENATE PROGRAMS®* 


(In billions of dollars) 


Treasury” 


Taxes 
Program 


Persona! income and Victory 
Corporation income and excess profits 
Estate and gift 

Excises 

Postal rates 


Total 
Less payroll tax loss 


Net increase 


Details of Exci 


Tobacco 

Amusements 

Transportation: persons 
Transportation: freight 
Communications 
Manufacturers’ excises 

Retail excises 

Soft drinks, candy, chewing gum 


2.50 


* These estimates have varied, both as a result of revisions, as new evidence was found, 
and as a result of differences of opinion between the Treasury and Congressiona! stalls. !'resi- 
de nt vena we in his veto manaang, set the net total increase at less than one billior 


tively, a their own programs. 

b U. S. Congress, House Committee on Ways and Means, Revenue Revision of 194), 
ings, 78th Cong., Ist sess. (1943), pp. 75-76. 

e Congressional Record, Vol. 90, p. 89 (Jan. 12, 1944). 


different from that received from the House, and deviated even further 


nt chi a anges 


from the original Treasury program. The more importa 
were the restoration of the Victory tax (with a consequent increase in 
yield from this and the individual income tax combined of 4j yproxi- 
mately half a billion dollars), and substantial reductions in the taxes 


W 
| House* | Senates 
| Bill | Bill T 
6.53 15 67 67 
| 1.14 62 50 50 t 
| .40 
2.50 1.20 | 1.01 1.02 
17 10 
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10.57 2.14 | 2.28 2.29 
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on corporations, excises, and postal rates."** The total estimated yield 
did not differ materially from that of the House bill. 

Senate debate was more leisurely than that in the House, but changes 
were relatively few and unimportant. After being passed by the Senate 
the bill, according to regular procedure, was referred to a joint com- 
nittee composed of the chairmen and ranking members of both parties 
in the two committees. The final measure resembles that approved by 
the Senate more closely than that originally approved by the House. 
The principal differences are noted in connection with the discussion 
f individual taxes. Comparatively few traces of the Treasury program 
are to be found. The estimates of increased revenues are given in 

le I. It is apparent that each revision was downward. Congress was 
never convinced of the need for 10.5 billion dollars and was unwilling 
face the consequences of heavy additional levies. 


Revenue Act of 1943: Analysis 
Increases 


> were several reasons, aside from coming elections, why Con- 
juestioned the specific sum urged by the Treasury. The Presi- 
riginal request for 16 billion dollars had been revised downward 

the President’s budget message and the formal presentation 


[Treasury program for no very convincing reason. Also, the 
int requested bore no close relationship either to the estimates of 
inflationary gap (concerning which, too, there was disagreement ) 

e Treasury estimate of taxpaying ability. Both of these pointed 

toa higher figure. On the other hand, there was some evidence that 
expenditures would not reach budget estimates. This suggested a lower 
figure. Consequently, the sum of 10.5 billions seemed arbitrary. A 
‘ew billions more or less could be defended just as well. 


Specific Provisions 


! income tax. In dealing with detailed provisions of the 1943 

nue act no attempt has been made to find all the sources that 

have influenced Congress. Disagreements between the House 

and the Senate, however, have been indicated, and resemblances and 

differences between the final act and three fairly complete programs 

that had been presented to Congress are noted. The programs in ques- 

tion are those of the Treasury, the CIO, and the Chamber of Commerce 

of the United States. The two latter were chosen because a? were 
pecific and represented sharply contrasting viewpoints. 


the restoration of the Victory tax, however, was made on the recommendation of the 


regarded it as less objectionable than a minimum tax from an administra- 
view, 
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For the personal income tax, the only recommendation of the Treas. 
ury that was accepted was the repeal of the earned income credit. The 
Treasury had recommended, in addition, repeal of the Victory tax 
accompanied by a reduction in personal exemptions for married per- 
sons and dependents, and an increase in surtax rates. 

The result would have been to decrease taxes on low-income groups 
and increase them substantially on high-income groups. The total esti- 
mated increase in revenue from these changes was very large—more 
than half of the 10.5 billion-dollar program. Congress was not con- 
vinced, as indicated above, of the necessity for such revenues: nor was 
it convinced of the desirability of shifting the burden from the low- 
income to the high-income groups. Secretary Morgenthau’s figures 
showing that 80 per cent of total income was in the under-$5,000 
brackets were quoted repeatedly by the opponents of the Treasury 
program to prove that, if inflation was to be checked, the bulk of the 
increase should come from the low-income groups.** And the fact that 
in 1944 and 1945 income taxpayers would have the additional burden 
of the unforgiven 25 per cent of the 1942 tax was urged as an objection 
to any increase in the upper brackets. Figures showing taxes in excess of 
income (the current federal tax, plus the 12% per cent of the 1942 
federal tax, and the New York State income tax) were cited in support 
of this.’ The probability that some provision for the 1942 tax had 
been made from 1942 income among the high-income groups was not 
considered. 

Actually, Congressional sympathies were with the “middle class.” 
This was never clearly defined but often mentioned. Representatives 
Reed and Robertson, in particular, frequently expressed concern about 
the destruction of this “backbone” of the nation.** 

The Ways and Means Committee proposed repeal of the Victory tax, 
but with the substitution of a 3 per cent minimum tax on incomes in 


The 80 per cent referred to was on incomes under $5,000 and the Treasury propos 
increases in taxes on incomes of $1,200 (or $1,800 for a married person with two depend- 
ents), if the automatic increase in the Social Security tax, which was assumed by the 
Treasury, is taken into account. (Ways and Means Committee Hearings, op. cit., Pp 
83.) The proportion of the national income in the hands of those actually receiving redu 
in taxes under the Treasury program may not have exceeded one-third, and was clearly 
under 40 per cent. This point has been emphasized by Professor Allen. (See his article 
elsewhere in this Review, especially Table III, and discussion, p. 716.) If only the incr 
in the income tax is considered, the group under $5,000 would have paid only a little 
half of the increases. If the automatic increase in the payroll tax, which the Treasury 
approved, is added, 60 per cent of the total increase falls on the under-$5,000 incomes. 

See e.g., comments by Congressman Knutson, Congressional Record, Vol. 89, P 
(Nov. 24, 1943), and Senator George, Congressional Record, Vol. 90, p. 94 (Jan. 12, 
and Chairman Doughton, New York Times, Oct. 5, 1943, p. 15. 

™ See e.g., Congressional Record, Vol. 89, p. 10033 (Nov. 24, 1943). New Yor 
Oct. 20, 1943, p. 1. 
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excess of $700 for heads of families, $500 for single persons, and $100 
for dependents. They also made some changes in tax rates, but the net 
result in increased revenues would have been negligible. The Senate 
version, which was finally accepted, was more lucrative since it re- 
ined the Victory tax. The increased revenue came largely from the 
abolition of the earned-income exemption. Minor changes, introduced 
by the House Committee, were (1) a special $500 exemption for the 
blind (Sec. 115), which had been requested by the American Founda- 
r the Blind, (2) a restriction on deductible losses for individuals 
hose losses from business have continued for five consecutive years 
129),"° (3) the specific provision that the income of a trust 
cannot be taxed to the grantor under certain conditions (Sec. 134), 
by the Chamber of Commerce of the United States,” 
provision for the filing of returns by labor unions and codpera- 
117). The Senate added the exemption of mustering-out 
> 109). 

resulting legislation was in the main in accord with the recom- 
ndations of the Chamber of Commerce of the United States. In 
o the specific recommendation cited above, they had urged 
that no increase be made in surtax rates and that the Victory tax be 
retained unless it was to be replaced by a general sales tax. It was 
not in line with the CIO program, which asked for repeal of the 
Victory tax, increased exemptions, and higher surtaxes. Also, the CIO 

lefinitely opposed the filing of returns by labor unions. 
poration taxes and renegotiation. Most of the witnesses at the 
hearings were concerned with business taxes—both the cor- 
levies and the excises. Their influence is apparent in the 
ion tax revision. The increases made in the corporation taxes 
increase in the excess profits rate from 90 to 95 per cent 
and a reduction in the invested capital base, by one per 
cent, between 5 and 200 million dollars (Sec. 205). These changes 
originated with the Ways and Means Committee, except that the 
senate modified their recommendation with regard to reduction in the 
in avested copes base for corporations with investment in excess of 200 
on dollars. The Chamber of Commerce of the United States had 
one no increases at all, and had specifically opposed both the in- 
creased excess profits tax rate and the reduction in the rate of return 
n invested capital." The CIO, on the other hand, had urged much 
ed to as the “Marshall Field amendment,” although it was pointed out 


rises were incorporated and thus not affected. ’ 
igned to nullify the effect of the decision in the case of Helvering v. Stuart 


rings, Op. cit., pp. 609-610. 
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more drastic reductions in the rate of return on invested capital. The 
increases in corporation income tax rates requested by the Treasury and 
endorsed by the CIO were disregarded; and at the other extreme, the 
Chamber of Commerce recommendation for the exemption of a maxi- 
mum of 10 per cent of a corporation’s income if this were invested jp 
non-negotiable, noninterest-bearing government bonds until the end of 
the war,” was likewise disregarded. The increase in estimated revenue 
from these changes was less than half that expected under the Treasury 
program. Much of the effect of the increased excess profits tax rate was 
nullified by the failure to accompany it by an increase in the over-all 
80 per cent limit. Also, other amendments tended to reduce tax liabili- 
ties for many corporations. 

Among the reductions was the increase of the specific exemption for 
the excess profits tax from $5,000 to $10,000 (Sec. 204). Such an in- 
crease had been urged by a large number of witnesses at the hearings 
and it appears in the Ways and Means Committee measure. In addition, 
there were new “loopholes.” 

The question of “loopholes” is of particular interest in view of the 
President’s veto message, in which he charged that “The bill is replete 
with provisions which not only afford indefensible special privileges to 
favored groups but sets dangerous precedents for the future. This 
tendency toward the embodiment of special privileges in our legisla- 
tion is in itself sufficiently dangerous to counterbalance the loss of a 
very inadequate sum in additional revenues.” 

The suggestion to plug the three loopholes stressed by the Treasury 
program of 1942: tax-exempt securities, percentage depletion, and 
separate returns by married persons, did not reappear in the 1943 
Treasury program, presumably because it was considered useless to 
raise this issue so shortly after the 1942 defeat.** Nor were there 
any suggestions in the formal recommend:‘ions of Secretary Morgen- 
thau for the closing of other loopholes. The Ways and Means Con- 
mittee took the initiative in closing one loophole, and in accordance 
with their recommendation the final act provides (Sec. 129) that cor- 
porations acquiring the stock of other corporations (with little or no 
income) in order to increase the invested capital base on which their 
excess profits tax will be computed, and thus to reduce their tax liabil 
ity, may not count such acquired capitalization in the invested capital 
base. This provision has been made retroactive to October 8, 1940." 


* Ways and Means Committee Hearings, op. cit., p. 680. ; 

* The closing of these loopholes was recommended, however, by the CIO program ane 
that of the National Lawyers Guild (Ways and Means Committee Hearings, 0). @*. PP 
217, 915). 

* This provision received the approval of the Treasury. Randolph Paul stated that The 
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No recommendation to this effect has been found in the House Com- 
mittee’s hearings, and the only explanation offered by Chairman Dough- 
| the floor of the House was that this is “an obvious loophole called 
ittention of the committee. . . .”*° However, this form of tax 
avoidance had received much publicity. 

It should be noted to the credit of both committees that they turned 
deaf ears to many requests for increased reserves, increased deprecia- 
tion allowances, and other devices for reducing corporation tax liabili- 
ies. Nevertheless, the list of special privileges cited by President Roose- 
velt in his veto message is long. 

The one listed first is the privilege granted corporations reorganized 

wrt, y to include in invested capital the valuation belonging to 

hi olders who may have been squeezed out in reorganization (Sec. 

21). This measure was urged by the Chamber of Commerce of the 

United States before both the House and Senate committees. It does 
not appear in the House bill, but was added by the Senate. 

The second loophole cited in the President’s message is the extension 
of percentage depletion allowances to a larger number of strategic 
minerals (Sec. 124). The 1942 Revenue act had extended depletion 
allowances to coal and a number of minerals, and it might have been 
difficult to defend the allowance for one mineral and not another. Cer- 
tainly none of the minerals for which this privilege was asked seem to 
have been overlooked, even though for some, according to President 
Roosevelt, “the War Production Board refused to certify that current 
output was inadequate for war needs.” This amendment originated with 
the House bill. It conforms with the requests of the American Mining 
Congress as they appear in the Senate hearings.” This organization 
lid not send representatives to the public hearings of the Ways and 
Means Ca however. Mr. Paul, in his testimony before the Sen- 
tee, stated that the Treasury concurred in the special deple- 

tion allowance, for the period of the war, for fluorspar, flake graphite, 
sheet ai a, and beryl, but questioned it for vermiculate, feldspar, 
and potash.*”* The Senate Committee, far from 
heed e Treasury criticism, added to this loophole by exempting 
potash from the limitation that percentage depletion for the minerals 
listed shall terminate with the end of the war (Sec. 124 (e) ). This 
was specifically requested by the Potash Company of America and the 


elieves with the House that the amendment is a significant part of an equitable 
ind that it is well adapted to accomplish its purpose” (Senate Hearings, op. 


1 Record, Vol. 89, p. 10025 (Nov. 24, 1943). 
527-29, 
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amendment was proposed by Senator Hatch from the Potash Com. 
pany’s home state of New Mexico.* There can be no defense for this 
special concession on the ground of war needs, and there would seem to 
be no reason, from the point of view of equity, for favoring potash as 
against the other minerals. Senator George commented on the floor of 
the Senate when an amendment was offered to add barite to the list 
that he thought its claims were as good as the rest, but he made it 
clear that he had misgivings concerning all of them. He said: “There 
has been opposition by many members of the committee to the inclusion 
of certain minerals in the provision with respect to the depletion allow. 
ance. It is questionable whether the policy on which we have embarked 
is sound, but the House has included several new metals and min- 

The third loophole cited by the President is the permission granted 
to the lumber industry to treat income from the cutting of timber as a 
capital gain (Sec. 127). This privilege was requested by the Forest 
Industries Committee** and a number of other witnesses. It appears 
first in the Senate amendments to the House bill. 

The fourth loophole named is the extension of the excess profits tax 
exemption granted to excess output for certain timber and mineral 
properties to natural gas pipe lines (Sec. 208). This measure appears 
in the House bill and was criticized by Mr. Paul during the Senate 
hearings, on the ground that this exemption was designed to protect the 
owners of depletable resources and that pipe-line property does not 
fall within that category. In fact, many of the companies concerned 
merely transport natural gas and do not produce it.” 

The final loophole mentioned is the extension of the tax subsidy to 
commercial air lines on their air-mail contracts (Sec. 209). 

It is clear from the evidence cited above that both the House and the 
Senate contributed to these loopholes, and that they were added in re- 
sponse to specific requests from the industries most concerned. It is 
apparent, also, that the members of the two committees were not 
unanimous in supporting these measures, and that they yielded to urg- 
ing from members whose own constituencies were interested. Sectional 
influences were important. 


Relaxation of renegotiation requirements was demanded by business 
interests along with tax reduction; but the war contracts renegotiatio! 
provisions had quite a different history. The tax bill agreed upon by the 


* Ibid., p. 366. 

* Congressional Record, Vol. 90, p. 198 (Jan. 14, 1944). 

* Ways and Means Committee Hearings, of. cit., p. 795; Senate Hearings, of. cit., p. 6% 
* Senate Hearings, op. cit., p. 68. 
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Ways and Means Committee contained extensive provisions for modify- 
ing renegotiation procedure. The general argument advanced for the 
change was the uncertainty and unfairness of existing procedure, and 
the fact that the 95 per cent excess profits tax would recapture any 
unnecessary profits. The Senate Committee amended the House bill to 
liberalize the provisions of the renegotiation amendment still further, 
among other things exempting “standard commercial articles” and sub- 
contracts for articles that do not go into the delivered product, such as 
machine tools. It also made this provision retroactive, and provided for 
court review. 
The administration objected strongly to most of these provisions, 
pointing out that the high excess profits tax was not adequate protec- 
in some instances and that large revenues were at stake.*? The 
inistration finally obtained most of the modifications it asked before 
bill was passed. This part of the bill, alone, was essentially a victory 
,\dministration. 
re was little discussion of possible modifications of renegotiation 
re in the Ways and Means Committee Hearings, but the 
was faced with a series of witnesses from large corporations, 
mbers of commerce, and various trade organizations, asking for 
modifications or outright repeal. Mr. Alvord of the Chamber of Com- 
merce of the United States demanded repeal.** 
ial sales taxes. Special sales taxes in the Treasury program were 


d to produce 2.5 billion dollars, or approximately one-fourth 


tal increase in revenues. These were cut to less than half by 
sional action, but the smaller yield is approximately half of the 
es provided in the final act. Details of the rates and estimated 

f the various excises are shown in Tables I and II. 
‘largest single reduction from the Treasury program came from 
to make increases in taxes on tobacco products. Chairman 
n objected to such increases on the first day of the hearings. 
me state, North Carolina, manufactures about half of the do- 
mestic output of cigarettes, and regularly protests the high cigarette 
taxes. It is not surprising, therefore, to find him commenting: “I could 
tart to explain to the tobacco grower and the tobacco consumer 
why there should be a 43 per cent increase on cigarettes when there 
is no tax to start with on soft drinks and a proposed tax of only 20 
per cent. You know, we have to live with the people back home... .”** 
umber of witnesses—representing the growers, for the most part— 


Under-Secretary Patterson’s statement (New York Times, Dec. 30, 1943, p. 16), 
t Roosevelt’s budget message for 1945; also, Secretary Morgenthau’s statement 
Times, Dec. 21, 1943, p. 1). 

nate Hearings, op. cit., p. 612. 


Ways and Means Committee Hearings, of. cit., p. 199. 


BER 

this 

ty 
110 

1 as 

of 

list 

e it 

lere 
lOW- 

Ked 
nted 

as a 

yrest 

ears 
toy 

ears 

nate 

+ 
Tne 

] + 

i¢ 

| 
yy We 


748 


THE AMERICAN 


ECONOMIC REVIEW 


TaBLeE II.—Excise Rates tn 1943 REVENUE Act COMPARED WITH THOSE IN 
TREASURY PROGRAM AND HOUSE AND SENATE BILts 


[ DECEMBER 


1942 | Treasury | House | Senate | Revenue 
Tax Base Rate | Program| Bill Bill | Act—1943 | 
Distilled spirits (gal.) $ 6 10 $9 $9 | $9 
Drawback (gal.) $ 3.75 $7 $5 $ 6 $ 6 ( 
Beer (bbl.) $7 $10 *| $8 $8 | $8 
Still wines (gal.) 10¢, 40¢, 50¢, $1, $2 60¢, $2,15¢, 60¢, $2 15¢, cog 
Sparkling wines (4 pt.) 5¢, 10¢ | 10¢, 20¢ | 10¢,15¢ | 10¢,15¢ | 10¢ 
Cigarettes (per 1000) $ 3.50 $5 No change | No change No change n 
Cigars (per 1000) $2.50—20 $12.50—40) No change | No change | No change 
Tobacco (Ib.) 18¢ 34¢ No change | No change | No change T 
General! admissions 10% y 20% 20% | 20% 
Cabarets, roof gardens 5% 30% 30% 30% | 30% : 
Lease of boxes or seats 11% No change 20% 20% | 20% “ 
Dues or membership fees 11% 20% mi 
Billard & pool (table) $10 $20 re 
Bowling (alley or charge) $10 20% 20% | $20 $20 ong 
Pari-mutuel None | ao 
Jewelry (retail price) 10% 30% 20% 20% 20% 2 
Furs (retail price) 10% 25% 25% 20% | 20 req 
Toilet preparations (retail) 10% 25% 25% % 20! the 
Soft drinks: bottled (retail) None 20% None None | None ori 
Syrup (gal.) None $1 None None Nor 4: 
Unbottled gas (Ib.) None 25¢ None None None — 
Candy & chewing gum: (pkge.) urg 
5¢-15¢ retail (per 5¢) None 1¢ None None None it s 
Over 15¢ retail (mfr. price) None 35% None None None 1 
Electric light bulbs and tubes “ 
(mfr. price) 5% Nochange| 25% 15% 20% rat 
Luggage (mfr. price) % Nochange} 25% 15% 20% 
Local telephone service ,, 15% 15% 15% 15 
Long distance telephone 20% No change 25% 25% 25 iter 
Dom. telegraph, cable, radio 15% 20% 25% 25% 25% T 
Internatl. telegraph, cable, radio 10% No change 15% No change | No change ax, 
Leased wires 15% No change 20% 25% 257 pO 
Wire & equipment service 5%  |Nochange 7% 8% | 8% by tl 
Transportation: property % Repeal | Nochange | No change | No change Ki 
Transportation: persons 10% 25% 15% | 15% Id ®0; 
* The Senate bill and Revenue act differed from the House bill in making the rate 1¢ on f 
instead of 2¢ on 10¢, thus reducing the tax for low admissions. ' 
appeared at the Ways and Means Committee hearings to protest In 
creases in the tobacco taxes, and no increases appeared in the House Ec 
bill. 
The proposed taxes on soft drinks, chewing gum, and candy were 13, | 
won 


also ignored by the House. It has been suggested that the real oppostt! 
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to the tax on soft drinks came from Senator George,*° but if so the Ways 

and Means Committee acceded to his wishes in advance, for no such 

ippears in the House bill. Public protests against these taxes came 

e American Bottlers of Carbonated Beverages, the National 

Confectioners’ Association, and the National Association of Chewing 

Gum Manufacturers.* The omission of these levies reduced still more 
the potential new revenues from excises. 

In the field of amusement taxes, Congress accepted a large part of 

e proposed Treasury increases, in spite of opposition from a large 
numb ver of trade associations representing the motion-picture industry, 

he legitimate theatre, the opera, the circus, and bowling and billiards. 
The Ways and Means Committee originally accepted the 30 per cent 
rate proposed on general admissions, but reduced it later to 20 per 
cent.’ Moreover, the House committee introduced a 5 per cent pari- 
mutu iel tax, first proposed by the staff of the Joint Committee. This was 
igorously opposed during the Senate hearings, however, largely by 
state officials who protested another federal invasion of the state tax 
domain. It was dropped from the final measure.* 

Liquor taxes were increased materially (although not to the point 
requested by the Treasury), in spite of well organized opposition from 
the trade associations and individual distillers. The House committee 
originally accepted the Treasury recommendation for the $10 tax on 
distilled spirits, reduced it to $8 when the danger of bootlegging was 
urged, restored it later to $10, and finally compromised at $9, where 
it stayed, even though the Senate committee reopened the hearings on 
December 15 for the benefit of the distillers.*® Fear of bootlegging 
rather than consideration for the distillers seems to have been re- 
sponsible for the reductions from the levels proposed by the Treasury, 
though Senator Barkley, at least, was sympathetic with the distilling 
interests.*° 

The taxes on furs, jewelry, toilet preparations, and the tax on trans- 
portation of persons, had a similar history. They were sharply protested 
by the trade interests, and were ultimately increased, but not to the 

that had been proposed. The Treasury increase was accepted 
sumption that he favors Georgia’s Coca-Cola interests. See e.g., H. Fuller, 
lore Taxes,” New Republic, Oct. 18, 1943, p. 513. 
| Means Committee Hearings, op. cit., pp. 875, 1014, 1575. 
rk Times, Oct. 27, 1943, p. 13; Nov. 2, 1943, p. 1. 


kley of Kentucky was the most outspoken opponent on the Senate com- 
of Florida, Massachusetts, and New York sent officials to Protest a at the 


York Times, Oct. 27, 1943, p. 1; Oct. 28, 1943, p. 25; Nov. 9, 1943, p. 1; Nov. 12, 
16, 1943, p. 20. 


ate Hearings, cp. cit., pp. 643 ff. 
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for local telephone service. For other communications Congress made 
increases that had not appeared in the Treasury program. Congress also 
added taxes on luggage and on electric lamps, and failed to repeal the 
freight transportation tax. 

Increases in postal rates were initiated by Congress, as suggested by 
the staff of the Joint Committee. These recommendations were accepted 
for the most part by the Ways and Means Committee, in spite of pro. 
tests from the Postmaster General, mail order houses, advertising jn- 
terests, and others. The Senate Committee dropped the proposed ip- 
creases for third class mail, but approved the others. 

Considering the special sales tax program as a whole, it is apparent 
that the Treasury recommendations had some influence, although fewer 
traces of its program are to be found in the final act than in the House 
bill. For the most part, the increases were on items selected by the 
Treasury, but the rates were not as high. The more important new 
taxes proposed by the staff of the Joint Committee—levies on soap 
and toothpaste, an increase in the gasoline tax, and the pari-mutuel tax 
—were not approved. Congress was not eager to assume full responsi- 
bility for new taxes. Nevertheless, it showed more courage in levying 
this type of tax than in levying increased corporation and individual 
income taxes. The difference in attitude seems to lie in a real conviction 
that the people with small incomes are not bearing their full share 
taxes, whether from the point of view of equity, or of the need for 
checking inflation. 

Other measures. Congress did not, however, go so far as to consider 
seriously a general sales tax. A large number of witnesses favored such a 
tax, including those from the Chamber of Commerce of the United 
States. They did not urge such a levy, but rather accepted it as a 
lesser evil. It had a strong advocate on the Ways and Means Commit: 
tee, Congressman Robertson, who urged it on every possible occasion. 
On the other side, it has been opposed consistently by the Treasury, 
the National Association of Manufacturers, and the CIO.*' Of the ten 
members of the Ways and Means Committee who expressed themselves 
clearly during the course of the hearings, three favored the general sales 
tax and seven opposed it. Those who favored it did so largely on the 
ground that it is a good revenue producer and inflicts no great hards 
Congressman Robertson claimed other virtues for it, including the 0 
that it is anti-inflationary. Two of the opponents, including the Chair 
man, took the position that it would increase wage demands, and thus 
be inflationary; three regarded it as bearing unduly on the low-income 

“ Senate Hearings, op. cit., pp. 6, 871; Ways and Means Committee Hearings 
p. 1286. In 1942, however, the National Association of Manufacturers had recom 
a saies lax, 
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groups; and two felt it should be left to the states. The actual vote in 

the Ho use e committee was reported by the Chairman as 16 against and 8 

The question was not discussed at length in the Senate 

oni but among those members who committed themselves 

lefinitely, four (including the Chairman) favored the tax and only 
one opposed it. 

If the Treasury had approved the tax and Congress had been con- 
vinced of the urgent need of more revenue, the outcome might have 
been quite different. Even some of those who opposed the tax would 
have accepted it as a lesser evil if they had had to choose between 
this and large increases in income and corporation taxes. But they 
were not eager to initiate any tax, they were somewhat impressed by 
the C1O’s opposition, and the Chamber of Commerce of the United 

is quite content to have no tax at all. 
Revenue act of 1943 froze the payroll tax for old-age benefits 
at one per cent for the third time. This was done on the initiative of 
or Vandenberg. It was not proposed by the Ways and Means 
‘ommittee, and Senator George said he had favored the increase in 
ittee because he believed that it would check inflation.** The 
ument advanced by Vandenberg was that the reserves were ade- 
without the increase, that Secretary Morgenthau wanted the 
y to retire the public debt and not because it was necessary for 
ial security program, and that it would be hard on small busi- 
ness.* The freeze had been urged by a number of chambers of com- 
nerce, including the Chamber of Commerce of the United States.“ 

In view of the fact that Senator Vandenberg led the group that 
fay freezing the tax, it is interesting to note his statement shortly 

the act was passed that Congress would have to consider the 
security levy within the year, since the existing rate will be in- 

No reason for this sudden shift in viewpoint was offered. 

reasury’s proposal to increase estate and gift tax rates and to 

reduce exemptions was rejected by the Ways and Means Committee 
by a large majority.” Few of the witnesses at the public hearings 
showed interest in these taxes, but increases were recommended by 
the CIO and the National Lawyers Guild, and Mr. Osgood of the 
Chamber of Commerce of the United States presented elaborate argu- 


s, Oct. 29, 1943, p. 24. 
| Record, Vol. 90, p. 49 (Jan. 11, 1944). 
nal Record, Vol. 90, pp. 41-43 (Jan. 11, 1944). 
learings, op. cit., pp. 238, 277, 611. 
k Times, March 13, 1944, p. 32. 


York Times reports a vote of 18 to 8, but the total membership of the Com- 
ne Short of this number (Oct. 26, 1943, p. 16). 
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ments for decreasing them on the grounds that they interfere with stat, 
revenue sources and have a disruptive effect on production.” Except 
for Representative Knutson’s comment that Philip Murray was trying 
to “break up all estates and socialize industry,”*® members of Congress 
seem not to have taken any public position on these taxes. 


Generalizations Concerning Congressional Tax Policy 


Generalizations concerning Congressional tax policy are apt to be 
misleading. There is no complete agreement and no clear-cut Policy, 
Certain tendencies, nevertheless, are apparent. Those that seem sig- 
nificant to the writer are listed below, with the reservation that they 
do not have universal application, and that they have been based solely 
on a study of Congressional action in respect to the 1943 Revenue act, 

First, it should be emphasized that many of the members of the two 
Congressional committees are well informed and take their work 
seriously. They are quite competent to deal with most of the technical 
problems that require their decision. They have at their disposal both 
the technical staff of the Joint Committee, and—when relations are not 
unduly strained—they can and do consult the Treasury staff freely. 
It has sometimes been suggested that rivalry between two sets of ex- 
perts may serve to confuse issues, but after the 1943 Revenue act 
was passed the Treasury and the Congressional committees worked 
closely and in harmony on the Tax Simplification act of 1944, and even 
agreed on some of the measures—notably increased withholding and 
the merging of the Victory tax with the income tax—that the commit- 
tees had rejected earlier. 

Committee members are no longer satisfied with Adam Smith’s four 
canons of taxation. The theories of Lord Keynes are cited in House 
debate.*' They have advanced beyond the stage where the levy of taxes 
for social or economic control is a heresy. They concede, for instance, 
that taxes may and should be levied to control inflation. They are not 
economists, but with competent economists to advise them they can 
reach intelligent decisions. 

Second, in 1943 at least no strong party lines were apparent in the 
voting. On the whole the Treasury recommendations received mort 
support from Democrats than from Republicans, but the splits 
individual measures, such as the sales tax, revealed Democrats and 
Republicans in substantial numbers on both sides, and a majority 0 

“ Ways and Means Committee Hearings, op. cit., pp. 915, 229, 603 ff. 

PM, Oct. 17, 1943, p. 8. 

® See e.g., E. S. Griffith, “Changing Pattern of Public Policy Formation,” 4m. Po. » 
Rev., Vol. 38, No. 3 (June, 1944), p. 456. 

* See e.g., Congressional Record, Vol. 89, p. 10054 (Nov. 24, 1943). 
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Democrats as well as Republicans passed the final act over the Presi- 
dent's veto. 

Third, the members of Congress consider it their major obligation 

protect the interests of the “folks back home.” They are, after all, 
elected for this purpose, and no amount of advice and persuasion from 
the experts is likely to change this attitude. If the tax program is to be 
designed in the interests of the nation as a whole, it will be necessary 
to educate the constituencies themselves to this point of view. 

Instances of representation of special geographical interests are 
numerous. Senator La Follette, who ordinarily opposes sales taxes as 
regressive, protests against the repeal of the margarine tax lest Wis- 
consin’s dairy industry be injured by competition from this substitute; 
and Senator George, who favors general sales taxes, objects to a tax 

soft drinks, presumably with Georgia’s Coca-Cola interests in 
mind. Representative Doughton, from North Carolina, objects to in- 
creased cigarette taxes, and he is supported by Senator Byrd from 
Virginia. Senator Barkley has Kentucky’s interests at heart when he 
protests increases in the liquor tax and the imposition of a pari-mutuel 
tax. Senator Vandenberg of Michigan opposes the motor vehicle use tax, 
and Representative Dingell of Detroit opposes the increase in the 
gasoline tax. 

Special interests in the states not represented on either of the two 
committees are at a real disadvantage. However, economic interests 
do not ordinarily observe state lines, and representation on the two 

ommittees is widely scattered, in spite of the fact that geographical 
listribution is not a basis for the selection of members. In 1943, 
the forty-six members of the two committees came from twenty-seven 
different states. 

Fourth, the fact that most of the evidence presented at the hearings 
and elsewhere is in the form of complaints concerning taxes from 
individuals with specific grievances tends to warp the judgment of the 
committee members. Hardships are overemphasized, and the presenta- 
tion of specific cases is always more impressive than generalizations. 
Consequently, Congress is more influenced by evidence against taxes 
than by evidence in their favor. The CIO’s plea for higher individual 
income surtaxes, higher estate and gift taxes, and higher corporation 
taxes fell on deaf ears; but their opposition to a general sales tax and 

luced exemptions for the income tax was successful. The occa- 

| individual or organization who comes to speak in the interests 
of the general public, such as the Consumers Union, the National 
Lawyers Guild, or the Union for Democratic Action, is apt to be met 
with indifference, or even suspicion. It is expected that witnesses will 
have some axe to grind. 
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Also, this exaggeration of the unpopularity of taxes leads to un. 
willingness to take responsibility for positive action. Pleas for the re. 
duction of old taxes are less effective than opposition to new levies. 
The Chamber of Commerce of the United States did not get a reduction 
in corporation taxes, but it did succeed, on the whole, in preventing 
substantial increases. The CIO did not get repeal of the Victory tax. 
but it did prevent imposition of a sales tax. : 

Most of the increases in taxes that were made followed Treasury 
requests, but at more moderate rates. Thus it was possible to divide 
the responsibility for these new levies. The only important exception 
to this was the increase in postal rates. These were protested, but they 
had the advantage from a political point of view of being widely dif- 
fused, and not falling heavily on any particular class or locality. Even 
here, the Senate lost courage when it came to third class rates, which 
affect the newspapers. 

Fifth, Congress tacitly accepts the old adage that the best tax 
system is one which “plucks the goose with the least squawking.” 
Eager to please everyone, and faced with a genuine conflict of interests, 
they attempt to conceal increased levies. Thus, old taxes are preferred 
to new, indirect levies are preferred to direct, and rising prices are 
preferred to any tax at all. Also, they make the largest concessions to 
the special interests where they show the least. While increasing the 
rate of tax on excess profits to please the layman, they propitiate the 
corporations by leaving the over-all maximum at the former level and 
increasing the number of loopholes. 

Sixth, in spite of this reluctance to accept responsibility, and some 
differences of opinion, most of the members of Congress are genuinely 
concerned with the dangers of inflation. As early as September, 1943, 
Mr. Doughton is quoted as saying: “I believe that the new revenue 
bill should be a program to do two things: to raise revenue and to com- 
bat inflation.’*? Senator George opposed the payroll tax freeze on the 
ground that the increase might help to check inflation. 

This concern was weakened, however, by a number of factors. There 
is some evidence that a majority of the members of the two committees 
were genuinely convinced that further large increases in taxes, al 
least during the period in which income taxpayers are still paying the 
25 per cent installment on 1942 incomes, were unreasonable. According 
to Senator George, “we have about reached the bottom of the barrel 
so far as existing taxes are concerned.”** And Mr. Doughton insisted 
that “such a crushing burden of taxation would be far worse than any 
real or fancied danger of inflation now facing our country.” 

” Taxes, September 1943, p. 499. 


™ Congressional Record, Vol. 90, p. 95 (Jan. 12, 1944). 
™ Congressional Record, Vol. 89, p. 10024 (Nov. 24, 1943). 
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Then, too, disagreement among the experts as to the size of the 
inflationary gap and as to whether the sales tax, for instance, would 
check or stimulate inflation, left doubts in the minds of many well 
intentioned members. And the seeming contradiction between the 
Treasury’s concern over impending inflation and the failure of Treas- 
ury recommendations to tax small incomes heavily, although Treasury 
figures showed a large proportion of the total in the low-income 
brackets, was continually cited as an argument against the Treasury 
program. Also, there was evidence that total expenditures might not 
reach the figures estimated in the budget, and it was reasoned that if 
a 10.5 billion-dollar tax program could check inflation on the basis of 
the larger expenditure estimates, a reduction in expenditures would 
justify a corresponding reduction in tax revenues.” 

Reluctance to increase taxes led to some wishful thinking in this 
respect. Senator George noted the success of the OPA and stated that 
he believed that inflation could be prevented without great increases 
in taxes,’ and Representative Doughton argued that: “The place to 
attack inflation effectively ...is ... at its source—attack the cause 
—prices, wages, and retrenchment in government expenditures.’”’ 

The older term, “political economy,” applies to taxation perhaps 
more than to any other branch of economics. Political and economic 
considerations cannot be disentangled. The economists who qualify 

“tax experts” have sometimes overlooked this, and in so doing have 

looked an opportunity and a real responsibility. They have too 

often been content to perfect the tax instruments on paper. Whether 

would be politically acceptable, or could be made so, they have 

bled to consider. If progress is to be made it is as important 

he economists to grasp the political problems involved as it is for 
politicians to understand the economic theories. 

Also, since Congressmen are expected to represent the people who 
elect them to office, and constituencies have special and conflicting 
interests, it is difficult to get adequate consideration of the welfare of 
the economy as a whole. This is partly a problem of getting a more 
balanced representation of interests at the hearings. It is partly a prob- 
lem of education. Both the members of Congress and the experts have 

me responsibility in this respect. But it demands, also, unified leader- 


See e.g., Congressional Record, Vol. 90, p. 91 (Jan. 12, 1944), and Ways and Means 
mittee Hearings, op. cit., p. 120. 
ional Record, Vol. 90, p. 91 (Jan. 12, 1944). 
ional Record, Vol. 89, p. 10023 (Nov. 24, 1943). 
embers of the Treasury staff, it should be noted, are well aware of the importance 
Politics, See e.g., Roy Blough, “Economic Research and Tax Policy,” Am. Econ. Rev., 
ol. 54, No. 2 (June, 1944), suppl., pp. 1-21. 
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ship, and this can be found only in the executive branch of government 
which, alone, represents the entire country. 

In the past this leadership has come in large part from the Treasury. 
and it seems probable that there will be no change in this respect, in 
spite of the recent break. Just because Congress is reluctant to take 
complete responsibility for anything as unpleasant as taxes, it can be 
expected to follow Treasury suggestions, since only in this way can 
it shift some measure of the blame. It might go further than this: 
If, in the future, fiscal policy demands flexible tax rates, it seems quite 
possible that Congress might be persuaded to delegate enough of its 
vigilantly guarded tax power to permit the use of such flexible rates 
as instruments of business cycle control. Such a delegation of power 
has already taken place for the tariff under the reciprocal trade agree- 
ments. It would be a short step to extend some limited discretion to 
the executive branch of the government for income or other tax rates, 
In short, Congressional reluctance to tax, which today is contributing 
to inflation, may in the long run be a factor in making the tax system 
an effective instrument of control. 


( 
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THREE PLANS FOR POST-WAR TAXATION 


By Cari SHoup* 


Within a few weeks of each other there appeared in the summer of 
1944 three different plans for post-war federal taxation from representa- 
tives of American business: the Twin Cities group; Beardsley Ruml 
and H. Chr. Sonne;? and the Research Committee of the Committee for 
Economic Development.’ These reports are a significant development in 
American public finance. That a subject so commonly weighted with 
technicalities, and so distasteful to those who are accustomed to think- 
ing of it only as a harassing personal or business problem, should re- 
ceive a treatment as objective and as specific as it gets in these reports 
is an encouraging sign. There is, to be sure, still some special pleading, 

ignoring of technical problems that will only take revenge for be- 
ignored, and some distressingly vague recommendations that may 
induce temporary optimism but hardly action. But there is also plenty 
lid substance, and all three reports together should make a profit- 

e subject for study and discussion in any public finance class. 

e three reports are reviewed and evaluated below in terms of a 
for post-war taxation. If this seems to give the writer an 


r is associate professor of economics at the School of Business, Columbia 
ind is a consultant to the Division of Tax Research, Treasury Department. 
; expressed are his own and do not necessarily reflect the views of the Treasury 


‘The Twin Cities Plan: Postwar Taxes. A Realistic Approach to the Problem of Federal 

| St. Paul, Twin Cities Research Bureau, 1944. Pp. 27.) The “Twin Cities Plan” 

t of a “participating group” of 22 business men of Minneapolis and St. Paul, 

lvisory committee” of 12 members. The advisory committee consists of six 

ee officials of the Minnesota Mining and Manufacturing Company, the secre- 

of the Mayo Clinic, the investment research manager of a Twin Cities Bank, 

P. Herbert, Director, St. Paul Bureau of Municipal Research. The participating 

sts of high officiais in the 21 companies represented—15 presidents, 3 vice- 
hairmen of boards, and one director. 


Ruml and H. Chr. Sonne, Fiscal and Monetary Policy. A Memorandum 
the Request of the Business Committee of the National Planning Association. 
D.C. (1944. Pp. 42.) 

r Federal Tax Plan for High Employment, proposed by the Research Com- 

the Committee for Economic Development. (August, 1944. Pp. 47.) The Research 
eleven consists of two Federal Reserve Bank presidents, two university offi- 
presidents of manufacturing corporations, two board chairmen of financial 
in advertising executive, a department store executive (Ruml, joint author of 
ind Monetary Policy pamphlet), and a president of a book club. There is also 
irch Advisory Board of 11 economists, but its relation to the present report 
ned. This report is to be distinguished from the preliminary report by Professor 
ves, Production, Jobs and Taxes, who is not responsible for the views expressed 
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unfair advantage—for he merely derives the questions from the ma- 
terial, without being forced to answers himself—perhaps it will be par- 
doned because it serves to emphasize differences or similarities of opin- 
ion, and makes easier the discovery of important omissions in coverage 
or analysis. Moreover, a few critical comments are inserted here and 
there. 


The reports are primarily studies in methods of taxation, not general 
fiscal policy, as the relative brevity of the answers to the first few ques- 
tions below indicates. The fact that the reports do not say much about 
such questions is therefore not interpreted here as a criticism. What is 
open to criticism, perhaps, is the failure to warn the reader that many 
economists are at least doubtful whether full employment and a 
balanced budget can exist together. The Ruml-Sonne plan, moreover, 
seems rather obligated to explain why the two can coexist, since it is 
devoted so largely to persuading the reader that fiscal policy is a posi- 
tive instrument of control, to be used boldly. Ruml-Sonne also devote 
a few pages to monetary policy, the financing of business, and interna- 
tional trade, which will not be covered in the present article, and include 
some suggestions for Congressional and executive reorganization. The 
Ruml-Sonne report is therefore much the widest in scope of the three 
plans. It is also the most cautiously written, so much so that at times it 
falls into an obscurity of meaning that baffles analysis. The Twin Cities 
report is much the most forthright. But it bears heavily the stamp of 
special interest. It is extraordinarily favorable to the sector of the 
economy that the members of the Twin City group represent, and is 
far less likely to gain general accceptance than either of the other two 
plans. Moreover, its calculations are in error at one point; in com- 
puting a percentage for combined burden of corporation and individual 
tax, it drops out of the denominator (income) the earnings that it 
assumes are retained. The C.E.D. report gives more evidence than the 
other two of technical competence in dealing with important details of 
taxation. It also shows a readiness to recognize prevailing disparities 
that favor the social groups the committee members may represett as 
individuals (see especially the “Specific Recommendations” and the 
Appendix). The first half of the report is hampered by loose writing 
that fails to pose the alternatives sharply enough. No doubt the lower- 
ing of the corporate tax would have the beneficial effects noted on page 
18, for example; but the lowering of an individual income tax is also 4 
happy event. And no one who has had his optimism whittled down by 
having to formulate a specific, acceptable tax program for a given time 
and place will believe that “There need be little conflict among these 
three broad objectives” of economic expansion, fairness, and adequacy. 
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The revenue aspects of the three plans are as follows (in billions of 
lollars), assuming a year of “reasonably full” (Twin Cities) or “high” 
(Ruml-Sonne and C.E.D.) employment: 


Twin Cities Plan 
(Assumed National 
Income of $120 
Billion at 1942 
Prices)* 


Ruml-Sonne Plan 


(Assumed Income 
Payments to In- 
dividuals of $140 
Billion at 1943 
Prices)! 


C.E.D. Plan 
(Assumed Net 
National Income 
of $140 Billion 
at 1943 Prices)» 


n income tax 
il income tax 


taxes 


ind gift taxes 
| miscellaneous 
roll taxes 
ent compensa- 
taxes 
isive of payroll 


oon 


a 


18.0 18.0 


18.3 


n Cities also constructs a personal income tax rate scale to yield $7.8 billion if the 
not adopted. 
E.D. also presents two other tax programs, to raise $17.1 billion and $19.5 billion. 
ntly at rates prevailing in 1944. 
balance disbursements).” 
cluded within scope of study. 
p. 9, it is “income payments to individuals”; on p. 38, “nationa! net income.” 


1. Will a balanced federal budget be consistent with a high level of 
employment and a stable price level? 
All three reports assume an affirmative answer. They make no at- 
pt to support the assumption by economic analysis, but they clearly 
) not agree with the “secular stagnation” school of thought. Twin 
Cities assumes a national income of 120 billion dollars at 1942 prices, 
apparently equivalent to nearly 130 billion dollars at 1943 prices; 
uml-Sonne and C.E.D. assume a national income of 140 billion dollars 
at 1943 prices. The resulting “high employment” is defined by Ruml- 
Sonne as 55 million persons employed at forty hours a week. 
2. What is to be done if it appears that a continued federal deficit 
is necessary for a high level of employment? 
None of the plans consider this question. They therefore avoid the 
ilemma that would be posed by a choice between (1) failing to utilize 
fiscal policy to the utmost in an attempt to maintain full employment 
for the immediate future and (2) failing to keep the economy free, over 
the much longer term, of either a debt so heavy that the frictions of 
transferring the interest charge would become serious or of a stock of 
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money so large that the economy might develop considerable sluggish. 
ness or unreliabilty of response to fiscal measures. Ruml-Sonne, to the 
extent their plan involves occasional deficits that might cumulate to a 
larger amount than the occasional surpluses (see No. 5 below), face 
the dilemma but do not resolve it. 

3. What is to be done if it appears that only a continued and sub- 
stantial federal surplus is consistent with a stable price level at high 
employment? 

All three plans avoid this question also, and, hence, avoid the political 
and social problem of enacting much higher rates to help check inflation 
before employment has exceeded the levels they postulate. Ruml-Sonne 
do anticipate surpluses for debt reduction, under their program, when 
employment exceeds the “high” level. C.E.D. believes in a tax program 
heavy enough to retire a modest amount of debt at the 140-billion- 
dollar-income level—apparently a billion or two a year. Twin Cities 
seems to advocate retirement of debt (outside of debt held in the goy- 
ernment’s own funds) to the extent that social security taxes exceed 
social security outlays. But none of them consider the possible need of 
retiring, say, 10 billion dollars of debt a year for several years to help 
prevent inflation. (See, however, No. 10 below.) 

4. Will a high level of employment be not merely reached, but main- 
tained (for, say, a decade or more), under the recommended fiscal 
policy? 

None of the reports promise an indefinite period of high employment, 
even if the recommended fiscal program is accompanied by appropriate 
monetary and other economic policies. The tone is one of restrained 
optimism, with an occasional glance over the shoulder at 1932 and 1938 
Indeed, Twin Cities promises virtually nothing at all; it merely pre- 
scribes what seems to it a necessary condition to prosperity. C.E.D. 
expresses some positive optimism, and regards its tax plan as removi 
barriers to forces of expansion that it believes are latent in the economy 
Ruml-Sonne believe their plan will “minimize, if not prevent, panic and 
mass unemployment.” 

5. What fiscal policy is to be followed if employment drops below 
the high level? 

All three plans assume a deficit: Twin Cities and C.E.D. reluctantly 
as the only procedure practicable; Ruml-Sonne cheerfully, as a means 
of recovery. The Twin Cities program does not imply that “there ml 
never be a deficit at the end of a fiscal year’; “it does mean, however, 
that over a short period of years the aggregate income must balance the 
total outgo. . .. The interest charges on our debt have become 
that a tax sy stem under which we might be obliged to resort to further 
borrowing over a protracted period would be folly.” C.E.D. tolerates 2 


¢ 
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eficit “under clear conditions of slump in industry and trade,” but 
yelieves that “If federal deficits are continued for an uncertain period 
after the war, a speedy and speculative rise in prices, caused by distrust, 
will remain a clear danger.” Ruml-Sonne assert that their policy “does 
not contemplate permanent budget deficits,” but this seems to be a piece 
of phraseology designed to avoid arousing in business groups (like Twin 
Cities and C.E.D.?) a fear that Ruml-Sonne would consider irrational. 
Or perhaps the statement is just unintentionally obscure. “Permanent 
budget deficits” might mean deficits every year; or it might mean 
deficits that in the aggregate exceed surpluses, so that the debt grows 
over every decade (say), though not necessarily over every year. There 
is not much in the Ruml-Sonne report to indicate that they think of it 
in the latter sense; they seem to mean only that they do not believe 
its will be necessary every year. 

6. How is the depression deficit to occur: by constructing a tax system 
whose yield is sensitive to fluctuations in business activity, or by lower- 
ing tax rates, or by increasing expenditures? 

The Twin Cities deficit would arise through expenditures for work 
relief; tax rates would evidently be unchanged, and no special attempt 
made to build sensitivity into the system. C.E.D. is silent on this point, 
consistent in its apparent reluctance to discuss so disagreeable a pos- 
sibility. Ruml-Sonne would increase expenditures on public works and 
increase federal lending. They would also apparently lower some tax 
rates, though they are obscure on this point. 

7. Which tax rates shall be lowered, when employment falls off? 


not answer this question. 

. Under the recommended fiscal policy—assuming appropriate 

ietary and other economic policies—can a drop in employment and 
I fa magnitude similar to that of 1929-32 be avoided? 

None of the plans definitely promise even this, except perhaps Ruml- 
Sonne, which would “minimize panics” and “minimize mass unemploy- 

nt.’ CLE.D. remarks that “continuing large-scale unemployment can- 

e tolerated.” 

9. Can the recommended policy prevent employment and prices 
irom falling as they did in 1937-38? 

Apparently not. At least none of the reports promises that fluctua- 
tions of the-kind traditionally discussed under “business cycles” can be 


. If employment rises above the “high” or “reasonably full” level, 
iscal policy shall be followed? 

Twin Cities and C.E.D. would let the system alone, gratified by the 

more rapid debt retirement. Ruml-Sonne would go further: “in boom 
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periods, when deflationary pressure may be needed, such pressure may 
be achieved by promptly adjusting income tax rates.” i 

11. What should be the first reduction from wartime taxation? 

The excess profits tax is assumed by all of the plans to be unsuited to 
a peacetime economy. Ruml-Sonne do not even trouble to mention 
it. Twin Cities brushes it aside as “a creature of the war,” but. 
remembering the carry-back of unused excess profits credit, recom- 
mends that that part of the tax be kept alive, apparently for two years: 
the result would be that a failure in the first two post-war years to earn 
a “normal” return could transform some excess profits of a war year 
into normal profits, with a consequent tax refund. C.E.D. objects to the 
tax (in peacetime) because “it goes a long way toward eliminating the 
profit-incentive” and puts growing businesses with a small capital base 
at a disadvantage; but C.E.D. does not suggest retention of the carry 
back of unused credit after repeal. 

All three reports implicitly or explicitly recommend repeal of the 
capital stock tax and its partner, the declared-value excess profits tax. 

12. How much further revenue reduction can be allowed? 

The reports do not attempt to compute how much revenue the present 
(wartime) system would yield with the excess profits tax gone, but, 
exclusive of the payroll taxes, it would probably be somewhere around 
30 billions at a 140-billion-income level. The tax goal of each of 
the plans is about 18 billions (C.E.D., 17.1 billions to 19.5 billions). 
The expenditure assumptions, detailed by Twin Cities and Ruml-Sonne 
(in 1942 and 1943 prices respectively), exclusive of social security 
outlays, are (in billions of dollars): 


Types of Expenditures | Twin Cities* | Ruml-Sonn 


Military and naval 5.0 
Interest 

Public works 

Ordinary 

Veterans 

Agriculture 

Foreign reconstruction and development loans 
Unallocated and miscellaneous 

All other government expenses 

“Old-Age and Payments for Relief” 
Unemployment insurance 


5.5 


Total, exclusive of social security outlays 18.0 


* Each of the Twin-Cities figures is an average of their maximum and minimum 
‘(to balance disbursements).” 
‘(to balance old age security taxes).” 

4 “(to balance unemployment taxes).” 

* No estimate. 
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‘nseqnentlv, both the C.E.D. and Ruml-Sonne plans have over 10 
lion dollars leeway in tax reduction to distribute, after the excess 
sts tax has been repealed. The Twin Cities program is more severe, 
ause it tries to raise its 18 billion dollars under a lower national 
me. But in all three cases the assumption of an 18-billion-dollar goal 
ounts for the apparent ease with which some difficult problems are 
or avoided. If the tax goal were 23 billion dollars (ex payroll 

taxes) instead of 18 billions, Ruml-Sonne might find it impossible to 
’ the corporate income tax (see No. 15 below), Twin Cities 

might have to forego the 40 per cent dividend credit, and C.E.D. might 
be forced into an individual rate scale so high that it could not do with- 
out a special undistributed profits tax. A level of 18 billions does seem 

mewhat on the low side. Five billion dollars for defense is surely a 

k minimum for many years to come, and so is 2 billions for 
ins’ pensions and benefits; and increased federal aid, especially 
for education, seems likely. 

13. In what taxes should the further reduction be made? 

The answers will be discussed in more detail below. In summary: 
Twin Cities would reduce the personal income tax sharply, but main- 
tain the corporate income tax at 40 per cent and the excise taxes at rates 
in force in 1943, and impose a 5 per cent retail. sales tax. Ruml-Sonne 
would reduce the corporate tax to a low level, repeal most of the excises, 
» the personal income tax somewhat, and, for the time being, 
reduce the payroll taxes. Their postulated national income being some- 
what higher, Ruml-Sonne have a somewhat greater leeway in tax re- 
luction than Twin Cities allow themselves. C.E.D.’s pattern of tax 

luction closely resembles that of Ruml-Sonne in broad outline, though 

letails differ significantly. None of the plans advocate reduction in 

tate tax; all of them exclude from the scope of their study the 

tariff problem and (except Ruml-Sonne) the payroll tax rates. The 

t lies between Twin Cities, which thinks reduction in individual 

ome taxation much more important than reduction in the corporation 

tax, and the other two plans, which spread some reduction over both 
tdxes. 

14. Why should certain excises be reduced or repealed? 

Ruml-Sonne do not say. C.E.D. believes the elimination of all excises 
except those on tobacco, liquor, and gasoline will mean “an additional 
lightening of taxation on low incomes to a degree that will be surpris- 
ing to many” (the decrease in revenue will be about 3 billion dollars). 
But this conclusion is scarcely justified. The low income families almost 
urely pay out a smaller per cent of their incomes, and of course an even 

absolute amount, in taxes on communication, transportation, 
automobiles, tires, and accessories, jewelry, furs and toilet preparations, 
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and even admissions, than do consumers in, say, the $3,000-$5 009 
group. Both C.E.D. and Ruml-Sonne keep the personal income tax 
exemptions down at the low levels of wartime ($500 per person). If the 
aim is to stimulate mass consumption and relieve those who are near 
the subsistence level, it could be better achieved by raising these exemp- 
tions. In general, the federal excise system is not an appreciable burden 
on those with very low incomes, excepting the cigarette tax, and in 
certain cases no doubt the liquor tax. The excises can indeed be con- 
demned, but chiefly on other grounds: administrative difficulty, the 
tendency to distort optimum consumption patterns as viewed by the 
individual consumer, and interference with production and distribution. 

15. By how much should the present 40 per cent corporation income I 
tax be reduced? i 

The Twin Cities plan would not reduce it at all. It would instead ti 
lower the personal income tax, on the grounds that the decisions of the the 
individual investors, not the decisions of corporate officials and direc- ne 
tors, are the key to the investment necessary to maintain employment. 
No data are adduced to support this assertion, and a feeling that it may Se 
be invalid is apparent. “It is contended by some that, in the future, 


corporate savings will constitute the principal source of capital for ex- fle 
pansion of enterprise and the development of new products and me 
methods, and that, therefore, we need not concern ourselves with mak- nes 


ing venture capital available from individuals. Even if this were true, a 
this idea is repudiated because its ultimate end is the concentration of .. 
economic power in fewer and fewer concerns.” This raises the question not 
whether Twin Cities would maintain a high corporate rate in order to ons 
get a low individual rate even if it did check investment, so long as it bn 
also checked economic oligarchy. te 
Ruml-Sonne say that “Federal income taxes on corporations should 
be abolished,” but this does not accurately describe their program. They 
recommend “a small franchise tax of 5 per cent’”—based on “net earn- 
ings.” And tucked away in a footnote to Table II, but not hinted at lid 
elsewhere, is a 16 per cent tax on undistributed earnings. Hence, a cor- | 
poration retaining a third of its net profits (before tax) would pa) | 
slightly over 10 per cent of its total income in tax. The Ruml-Sonne ha 
objections to the corporation tax are (1) that it is in part shifted to I 
consumers and in part shifted backward to wage earners, (2) that it per 
distorts management’s judgment, as, for example, through the e prem um “no 
it gives to loan financing over equity financing through the deduc tibility dep 
of interest, and (3) that it is unjust to the small-income stockh ol ~e and 
since it is imposed a at a flat rate, and (4) that it engl the yiel lev 


and Rum!-Sonne seem to be little if any more concerned than Twit ; 
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Cities over the effect of a high corporate tax on the willingness of offi- 
cers and directors to take a chance with the corporate funds. C.E.D., 
on the contrary, emphasizes the psychological effect of a high cor- 
tax rate on corporate managers who “must strive to make as 
ood an earnings record as possible for their companies,” and whose 
decisions “whether or not to expand operations—particularly to engage 
in any new and venturesome operations—obviously depend on their 
calculations of possible profit after the payment of taxes [italics 
theirs}.”’ C.E.D. also deplores the physical effect of the tax in taking 
‘vital and enormous funds out of the stream of business operations,” 
hus, it implies, creating a shortage of capital for the growing concern. 
It does not mention the possibility that the tax may come in part out of 
money that would otherwise be hoarded for a considerable period of 
time by the corporation or the stockholder. C.E.D. also believes that 
the corporate income tax is “in part an indirect tax upon consumers, 
wage-earners, or both.” It recommends that the tax be set at a flat rate 
of from 16 to 20 per cent, to equal the first bracket rate of the individual 
income tax. 


Perhaps the difference between Twin Cities and the other two re- 
flects a conflict of viewpoint of somewhat different types of business 
men: the executive of a moderate-sized corporation, most of whose 
personal wealth is invested in that corporation; and the executive of a 


very large corporation, who, moreover, has his investments well diversi- 
fied. The former, but not the latter, would be chiefly concerned over the 
net amount left to him after the corporation had paid out all the 
earnings it safely could and after the government had taken its share 
in taxes at both the corporate or individual level. He might be willing 
to accept a heavy flat-rate corporation tax in exchange for slower 
progression in the individual income tax rates. The executive of the 
rporation, on the other hand, might be more sensitive to the 
made by his corporation, regardless of what the tax gatherer 

e stockholders, if and when the earnings were distributed. 
16. Should the personal exemptions and the credit for dependents 
e individual income tax be raised from the levels to which they 

e been lowered during the war? 

Ruml-Sonne and C.E.D. say No, they should be maintained at $500 
per person. Both, however, advocate repeal of the present 3 per cent 
“hormal” tax, which allows personal exemptions but no credit for 
dependents. Twin Cities would raise the exemption to $600 (single) 
and 51,400 (married), leaving the credit for dependents at the $400 
evel that obtained before the simplification bill of 1944. The lack of 
concern of C.E.D. and Ruml-Sonne over the depressing effect on con- 


sumption, and hence indirectly on investment, that would be exerted 
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by keeping exemptions at wartime levels indicate the importance they 
attach to business decisions not dictated by current levels of sales to 
consumers. 

17. What should be the initial rate under the income tax? 

On the first $2,000, Ruml-Sonne start with 16 per cent; C.E.D., with 
16 to 20 per cent, depending on the level of government expenditures 
assumed; and Twin Cities, with 10 per cent (6 per cent if income js 
wholly from dividends; see No. 19 below). Under the present law 
it is 23 per cent. 

18. What should be the rates in the higher brackets? 

C.E.D. and Ruml-Sonne move up together rather closely (e.g., 30 to 
35 per cent in the $10,000-$12,000 bracket, 40 to 47 per cent in the 
$25,000-$50,000 bracket), but above $50,000 Ruml-Sonne pull away 
and by $200,000 reach their top rate of 66 per cent, 10 points or more 
above C.E.D., which keeps on rising, however, passing Ruml-Sonne 
before the $1,000,000 level and going on to a 73-75 per cent maximum 
on income (if any!) in excess of $5,000,000. Twin Cities stays well be- 
low the lowest C.E.D. scale (e.g., 22 per cent in the $10,000-$12,000 
bracket; 31 to 39 per cent in sub-brackets in the $25,000-$50,000 
bracket) until about the $100,000 level, where it catches up and 
reaches a maximum of 60 per cent at $300,000. For most taxpayers in 
the high income levels, however, the Twin Cities rate schedule is less 
progressive than it seems, owing to the flat 40 per cent exemption 
granted to all dividends (see No. 19 below). 

19. What allowance should be made under the individual income tax 
for the fact that the corporation has paid a tax? 

To the extent that a tax on corporation net income does in fact re- 
duce the profits available to shareholders, discriminatory double taxa- 
tion occurs when dividends are subject to tax in the hands of the stock- 
holders. Other investment income (interest, rentals, partnership and 
sole proprietorship profits) are taxed but once. But to the extent that 
the corporation net income tax is shifted forward in higher prices to 
consumers, or backward in lower wages to the concern’s employees, 
the stockholders do not bear the tax and have no claim to exemption of 
any part of the dividends they receive. C.E.D. believe that the corpora- 
tion tax is “in part a tax upon the income of stockholders, and in part 
an indirect tax upon consumers, wage-earners, or both.” Nevertheless, 
they advocate giving stockholders a complete tax credit on account 0! 
the corporation income tax paid, and seem unaware of the partial tax 
bonus that would thereby be accorded stockholders. At least they do 
not face the issue. 

Ruml-Sonne believe that most of the excess profits and corporation 
income tax, considered as an aggregate, would be shifted to consumers 
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or wage earners. But they are not open to the criticism directed against 
C.E.D., for they propose no allowance at all under the personal income 
tax for their 5 per cent corporate franchise tax on net earnings. Stock- 
holders would presumably bear some part of this tax, however, so that 
double taxation would not be avoided, and the phrase “franchise tax” 
apparently indicates a belief that the extra taxation is justified as a 
charge for being allowed to use the corporate form. As to the 16 per 
cent tax on undistributed earnings, Ruml-Sonne are undecided whether 
to credit it to individuals when the earnings are disbursed. 

Twin Cities recommends that 40 per cent of dividends received by 
individual stockholders from domestic corporations be excluded from 
gross income under the individual tax, as a rough compensation for the 
corporate tax paid. But the degree of compensation is much less for 
the small-income stockholder than it is for the wealthy stockholder. The 
one is excused from, say, a 4 per cent tax (40 per cent of a starting 
tax rate of 10 per cent), the other from, say, a 24 per cent tax (40 per 
cent of the top rate of 60 per cent), both on account of the same flat 40 
per cent corporate tax. The result is a decided weakening of the 
progressive rate scale with respect to those whose incomes are largely 
from dividends. So far from recognizing this result as a breach of 
equity, Twin Cities defends it, starting with a norm that is applicable 
nly under a proportional tax system: “There is no legitimate reason 
why any income group should be given proportionately greater relief 
on account of a flat-rate tax on corporate earnings collected at the 
ource| than is afforded to those in other income groups.” 

Twin Cities hints that part of the corporation tax may be shifted, 
but virtually all its analysis is predicated on an assumption of non- 
snilting, 

20. What is to be done regarding corporate profits that remain 
undistributed and hence escape, for varying periods of time, or even 
forever, the individual income tax? 

Twin Cities does not refer to this problem at all. But by advocating 
that capital gains be taxed at a maximum rate of 121 per cent instead 
ol the present maximum of 25 per cent, it would weaken the already 


inadequate substitute for taxation of undistributed corporate profits: 
that is, the taxation of capital gains realized upon the sale of stock. 
Ruml-Sonne declare that their corporate tax program is predicated 
on the enactment of “measures . . . to prevent the use of the corporate 
‘orm as a device (1) to avoid payment of individual income taxes and 
(2) to secure undue tax advantages over partnerships and unincor- 
porated businesses.” It is therefore surprising to find that they recom- 
mend no change in the present capital gains provisions, and suggest 
no specific measures except the 16 per cent tax on undistributed earn- 
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ings that appears in the footnote on page 39. Perhaps the 5 per cent 
franchise tax, with no credit to the stockholder, is directed partly 
toward these ends. The problem of undistributed profits is one of the 
most perplexing technical puzzles in taxation, more so than is indicated 
by the conclusion that “such study as we have given to these methods 
suggests that it will be difficult to find a perfect solution, but that in 
view of the benefits to be gained, some practical answer may prove 
generally acceptable.” 

C.E.D. faces the issue and decides that only by strengthening the 
capital gains provisions can the goal be reached: “that all corporate 
earnings (that is, all stockholders’ income) would come finally to be 
subjected to taxes just as heavy and no heavier than is placed upon 
all other types of personal income [italics theirs]. Capital gains would 
be fully taxable like other income and full deduction would be allowed 
for capital losses, provided the individual was allowed to average his 
income over a period of years. Capital gains and losses would be taken 
into account when recognized by sale or transfer as under the present 
law, with the added provision that they would be recognized at transfer 
by gift or at death. At present, the gain or loss accrued in property up 
to the time it passes by gift is in some cases carried over in full and 
taken into account when the donee sells; in some cases carried over in 
part; and in some cases not carried over at all. More important, if the 
transfer is at death, the accrued gain or loss disappears without a trace, 
so far as the income tax is concerned. While C.E.D. deals with the 
undistributed profits problem openly and intelligently, its solution has 
some features that will prove disconcerting to others (chiefly, the delay 
in taxation, and the extension of valuation problems to small estates 
exempt from the estate tax). Moreover, the recommendation should 
specify that the estate tax should apply only to that part of the estate 
left after payment of the capital gains tax. This deduction would be 
consistent with the treatment of saved income from salaries, interest 
dividends, and rentals, and would be necessary to avoid possible bank- 
ruptcy of the estate because of the combined tax burden. The limits, 
if any, upon the taking of capital losses at death need to be specified, 
including the treatment of consequent income tax refunds, under the 

estate tax. 

21. What other changes in the corporation tax should be made’ 

C.E.D. advocates lengthening the present 2-year carry-forwal mt 0 
losses to 6 years; Twin Cities, to 5 years. Twin Cities also wa 
repeal the 2 per cent tax on the filing of consolidated returns an¢ 
taxation of 15 per cent of intercorporate dividends. C.E.D. proposts 
leaving depreciation rates pretty much to the judgment of each tax 
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22. Would a reduction of corporate taxes result in a rise in stock 
values that would produce windfalls that might properly be subject to 
special taxation? 

None of the reports consider this question, but the problem might 
prove important, although perhaps insolubie. 

23, Should tax exemption be granted for income that is invested in 
plant, equipment, etc.? 

None of the reports favor this or any other kind of “incentive 
taxation.” 

24. Should the interest on state and local bonds be made taxable 
under the federal income tax? 

Both C.E.D. and Ruml-Sonne come out boldly for taxation of in- 
terest on all future issues of state and local bonds. Ruml-Sonne also 
advocate the quantitatively less important step of removing the exemp- 
tion from state taxation of the income from federal bonds. 

25. What should be the rates of the payroll taxes? 

Twin Cities consciously excludes these taxes from the scope of its 
analysis, adding only a statement, the meaning of which is not clear, 
that any “transfer” of “excesses” in the social security funds “to the 
general fund of the Treasury” in peacetime should be avoided. The 
C.E.D. report also refuses to face the fiscal issues posed by the sucial 
security taxes, remarking merely that there are reasons to doubt the 
validity of the reserves theory and that “Strong arguments also exist 
for balancing social security income and outgo separately from the 
rest of the federal budget.” It may be doubted if C.E.D. has realized 
all of the implications of this remark. Ruml-Sonne would apparently 
reduce the old-age payroll taxes, at least for the time being. They do 
not put it this way, but such action seems to be implied in their state- 
ment that “If in any period revenues exceed disbursements, the tax 
rate on { sic] old-age insurance should be lowered, or the benefits and 
disbursements extended, or both,” coupled with the lack of any specific 
recommendation for an immediate rise in old-age payments. Like 
U.E.D., Ruml-Sonne show a desire to isolate the old-age fiscal program 
irom the rest of the budget, a curious attitude in reports that otherwise 
take a broad, comprehensive view of the fiscal problem. The Ruml- 


Sonne proposal that “the old-age insurance program . . . should be 
inanced on a current basis,” so far as this can mean anything, appar- 
ently implies that distinct taxes, like the payroll tax, should be the sole 


™ 


means of financing the outlays. This would be a drastic step, especially 
in its implications for later years when old-age payments will be several 
billions annually, but the principle is apparently recommended only for 
the next few years, since “assignment from the general revenues” is 
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suggested if “total costs of the social security program rise.” As to the 
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unemployment compensation tax, the rates of the payroll tax “should 
be set to produce income to balance outgo [not exceed it] at high em. 
ployment.” Reserves would accumulate only “after we have reached 
high levels of employment and production,” which evidently means, not 
merely after the high level of 55 million employed has been in existence 
for sometime, but only when employment rises above that level, i.c., 
when national income rises above 140 billion dollars. Ruml-Sonne do 
not state what the resulting payroll tax rates would be, and the present 
writer has made no computations, but they would almost surely be 
well below present levels unless the compensation rates were greatly 
increased. And in any case it seems likely that the net result over a 
decade or so would be a large deficit in the unemployment reserve 
account, which appears not to be what Ruml-Sonne desire, though they 
are not definite on this point. 

Altogether, the payroll tax recommendations, or the absence of them, 
are probably the weakest part of all three reports. It is difficult to see 
how the social security program can be considered in isolation from 
the rest of the government’s finances, if the aim is to consider the 
impact of those finances on the economy as a whole. 

26. Should the estate and gift taxes be changed? 

The Twin Cities group merely say that “an examination of this 
area” is needed. C.E.D. wants to close loopholes in order both to in- 
crease the revenue from these taxes and to obtain “some moderation 
of the present steeply graduated tax rates.” 

27. Should custom duties be altered? 

In accordance with traditional public finance analysis in the United 
States, each report puts the technical, specific aspects of this problem 
aside for consideration in a later study or by someone else. As with the 
social security taxes, this procedure, leaving some important unknowns 
in the fiscal complex, weakens the validity of the other recommenda- 
tions. C.E.D. notes the possibility of larger revenue at lower rates, and 
Ruml-Sonne advocate a gradual reduction in tariffs as higher levels of 
employment are reached: “larger imports, lower rates, same yield.” 
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A PRACTICAL INTERNATIONAL MONETARY POLICY 
By E. M. BERNSTEIN* 


I 


A practical international monetary policy must be capable of deal- 
ing with the immediate problems of post-war adjustment and the longer- 
range problems of an expanding world economy. 

The breakdown of international economic relations in the 1930’s 
was the inevitable aftermath of a great depression in which each coun- 
try was concerned almost exclusively with insulating its economy from 
what were regarded as external forces of destruction. The great trading 
countries did not take the positive measures necessary to restore a 
world economy; and the fundamental international economic problems 
of the pre-war decade were never solved. A tentative but inadequate 
adjustment was attempted through exchange depreciation, exchange 
controls, transfer moratoria, bilateral clearing arrangements, and simi- 
lar measures. 

To the unsolved problems of the pre-war period there will be added 
new difficulties of uncertain magnitude which will manifest themselves 
in full after the war. For six years, customary trade relations have 
been disrupted which cannot be easily or quickly restored. The struc- 
ture of the world economy has undergone great change during the war 
and the accumulated effect of these changes will be thrust upon the 
world economy all at once. 

While the problem of post-war adjustment is urgent, we must not 
lose sight of the continuing problems of an expanding world economy. 
The world cannot afford to repeat the experience of the 1920’s and the 
1930's; it cannot muddle through another great depression, with dis- 
orderly exchanges, restrictive and discriminatory exchange practices, 
shrinking international trade, and almost complete cessation of inter- 
national investment. Unless means are found to maintain balance in 
the world economy, international economic relations will again break 
down, the countries of the world will revert to economic isolation, and 
the great advantages that an expanding world economy could offer 
will be lost. 

The problem of establishing some degree of order in the world 
economy is a task of enormous difficulty. Fortunately, in many coun- 
tries there is a realization of the urgency of the problem and a deter- 


*On leave of absence from the University of North Carolina, where he is professor of 


economics, the author is serving as assistant director of the Division of Monetary Research, 
Treasury Department. 
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mination to find a solution. But this can be done only if there is agree. 
ment among the United Nations on international monetary policy. 

For a long time stability of exchange rates, through the mechanisy 
of the gold standard, was universally regarded as the primary objective 
of international monetary policy. Under the pressure of severe depres- 
sion the gold standard was abandoned by many countries, but no gen- 
erally accepted policy has emerged to replace it. The disorderly inter. 
national economic relations of the 1930’s were a reflection of the con- 
fusion and conflict which can be resolved only through a common inter- 
national monetary policy. 

A common international monetary policy does not mean that each 
country must adopt precisely the same measures; but it does mean that 
the objectives to be achieved must be in harmony. These objectives 
should be to establish a pattern of international payments that will 
facilitate expansion of international trade and maintenance of adequate 
international investment’ and that will permit each country to take 
constructive measures to secure a high level of employment, rising 
standards of living, and the progressive development of its economy. In 
effect, the balance of payments of a country should be of a character 
that would not compel adjustments at home involving serious inflation 
or deflation and that would not impose such adjustments on other coun- 
tries. Unless the great trading countries recognize the general advan- 
tages of such a policy the measures that will be applied in different 
countries will be, to some extent, contradictory, offsetting, and even 
destructive. 

There is already a large measure of agreement among the United 
Nations on the objectives of international monetary policy. The differ- 
ences that may exist concern the measures for carrying out such a 
policy. A discussion of the more important alternatives—the gold stand- 
ard, direct control of the balance of payments, and international mone- 
tary codperation—will show that there is, in fact, no other practical 
means of attaining a truly international monetary policy than through 
international cooperation. 


II 


For a considerable period prior to 1914, the gold standard was the 
generally accepted basis for international monetary policy. Twice withia 
this generation the gold standard was abandoned by nearly all coun- 


* While this paper is not concerned with developing fully the réle of international invet- 
ment in international monetary policy, it is obvious that the establishment of an appropriste 
pattern of international payments must involve foreign investment. The views expressed 
below on international monetary policy are equally applicable to the problems 0! inter- 
national investment. An adequate volume of international investment will require n't 
national codperation. 
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tries; and in many countries the gold standard is regarded, rightly or 
wrongly, as the cause of the economic difficulties of the inter-war pe- 
riod. Despite this attitude toward the gold standard abroad, there are 
people in this country who consider the gold standard the only 
ical basis for international monetary policy. They urge that the 


United States insist on the gold standard as a general policy, that it 
facilitate the return to the gold standard in other countries, and that 
beyond this nothing further need be done if each country would there- 
after adopt domestic policies compatible with the continued main- 
tenance of the gold standard.’ 

What are the advantages of the gold standard? To its advocates the 
most attractive feature of the gold standard is its assumed automatism. 
It gives assurance to business men and bankers at home and abroad 
that the exchange policy of the country will conform to a prescribed 
pattern. The gold standard would provide continued stability of ex- 
change rates within a narrow range. It would also provide, as it has 
traditionally in the past, a considerable degree of freedom in foreign 
exchange transactions. The effect, it is assumed, would be a high level 
of international trade and investment. But this would be true only if 
the great industrial countries would maintain a high level of national 
income with the gold standard. In fact, stability of exchange rates and 
freedom of exchange transactions can be maintained, even under the 


ed automatism of the gold standard, only if the monetary authori- 
ties are assiduous in taking steps to adjust the economy to changes in 
the international economic position of the country. 

If the gold standard were to be widely accepted again it would prob- 
ably have to be concerned exclusively with its international functions. 
Currencies would be defined in terms of gold, exchange rates would be 
kept stable within a narrow range of parity, and gold would be bought 
and sold by the monetary authorities at approximately the statutory 
price for the purpose of settling international accounts. This would 
not prevent any country from adding other features suited to its own 
monetary system. But additional features, such as gold reserve require- 
ments or redemption of notes at home, would be limited to those 
countries which find special advantage in their use. 


Even such a modified gold standard, concerned exclusively with 
exchange policy, would not find ready acceptance in a number of 
countries. It must be realized that any gold standard implies not only 
stable exchange rates and freedom in exchange transactions but also a 
determination to maintain such measures in the face of severe pressure. 
A country cannot accept the gold standard merely out of a present 


Cf. 7 saranty Survey, August, 1944, p. 10. 
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preference for stable exchange rates and freedom in exchange transac. 
tions. The gold standard involves a firm decision on the part of a coun- 
try to initiate necessary changes in the domestic economy to correct 
maladjustments in its international accounts. And t.. »se responsibilities 
few countries are prepared to undertake. 

The fact is that in some countries, notably England and the British 
Dominions, the gold standard has only few advocates among the people 
and almost no support within the government. The British public js 
convinced that the slump in trade in the 1920’s was entirely due to the 
restoration of the pre-war parity of sterling and the consequent over- 
valuation of the pound. The great depression and the disorders of the 
1930’s are blamed on the rigidities of the gold standard. With a peculiar 
inversion of thought the merits of any international monetary policy are 
now in the first instance judged by how far it differs from the gold 
standard. The views may reflect a considerable degree of prejudice; but 
they are, nevertheless, the views of the British people. So long as these 
views are widely held, no British government is likely to accept the re- 
sponsibility for restoring the gold standard in any form.’ 

The opposition to the gold standard is not based entirely on prejudice. 
There is in England widespread objection to the gold standard on 
economic grounds and these grounds have been expressed in recent 
months with increasing frequency and vigor. They may be summarized 
as follows: 

1. The gold standard would require a country to permit or compel 
whatever fluctuations may be necessary in national income and em- 
ployment to adjust its balance of payments. 

2. The gold standard would require wage rates and prices of domes- 
tically produced goods to be adjusted to changes in the relative de- 
mand for a country’s exports. 

3. The gold standard would require the adjustment of the balance 
of payments by deflation, that is, by unemployment and wage reduc- 
tion, in the country with a deficit in its international accounts.’ 

Under the gold standard, the national income and the level of wage 
rates must in time be adjusted to the extent necessary to bring a coun- 
try’s international payments into balance. Because of the difficulty of 
inducing expansion in the great industrial countries, these adjustments, 
it is said, are invariably of a character requiring restriction of a deficit 

*“Certainly, the attitude of His Majesty’s present Government would be one of the most 
vehement opposition to any suggestion that we should go back to the Gold Standard 
Statement by the Chancellor of the Exchequer, Sir John Anderson, in the debate on Post 
War International Currency. Parliamentary Debates (Hansard) House of Commons May 
10, 1944. Col. 2040. 

* Joan Robinson, “The International Currency Proposals,” Econ. Jour., Vol. LIIl (June- 
Sept., 1943), p. 161. 
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country’s demand for imports to the lower level of world demand for 
its exports. Extended analysis would show that the nature of the ad- 
iystment must depend very largely on the response of the surplus 
country to the import of gold through expansion of credit, investment, 
income and ultimately expenditures on import goods. Countries differ in 
this respect. In the United States, the effect of an inflow of gold might 
be slight and the adjustment might have to be made very largely by the 
deficit country. Although it may not be of fundamental importance 
whether the adjustments that must be undertaken result in a moderate 
expansion or contraction of international trade, it is essential that trade 
be balanced without forcing on countries wage adjustments that can 
be made only after prolonged depression.° 

The candid advocate of the gold standard must admit that credit, 
prices, wage rates and, at least during the period of adjustment, em- 
ployment would have to respond to changes in a country’s balance of 
payments. The advocate of the gold standard might argue that such 
adjustments are desirable as well as necessary, and that accompanying 
difficulties are due to the increased rigidity of the economic structure 
and not to the gold standard. But the economic structure is regarded 
as a basic fact and the gold standard as only a policy. In these days 


few countries, even if they could, would be willing to change firmly 
established wage practices. The experience of the past shows clearly 
that if the economic structure cannot be changed the gold standard 
will at times have to give way. 

In the present state of world opinion, the gold standard in any form 


cannot be regarded as a practical basis for a common international 
nonetary policy. The opposition is too widespread and too funda- 
mental. In many countries the people have come to regard the gold 
idard as a policy compelling restrictions that undermine domestic 
cial and political policies which are paramount in the public mind. 
An international gold standard can be restored only by the gradual 
process of approximating the functioning of the gold standard and 


securing the adherence of each country as public support is found for 
the gold standard. In the meantime, those who believe in the gold 
standard must seek through other means the advantages the gold stand- 


ard provides. Even in countries that would oppose the restoration of 
the gold standard, there will be considerable support for a system of 
stable and orderly exchange rates and for freedom in exchange transac- 
tions. And all countries are prepared to hold and to use gold for the 
purpose of making such measures effective. 


Even w tl flexible exchange rates adjustment might have to be made very largely by 
triction of imports in the deficit country. Again, this would depend on the responsive- 


ness of countries to changes in the relative prices of import and export goods. 
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III 


Any consideration of international monetary policy after the war 
must take account of the experience with direct control of the balance 
of payments during the 1930’s and the war period. It is inevitable tha 
in many countries such direct controls will be retained for some time 
after the war; and in some countries there will be strong support for 
establishing these controls as the permanent basis for their post-war 
international economic relations. 

The great depression of the 1930’s was accompanied in several 
countries by a severe deterioration in the balance of payments. With 
differing income elasticities of demand for import goods, a serious dis- 
tortion in the pattern of international payments is inevitable during a 
great depression. Two solutions to this problem appeared immediately 
available: to control and restrict the demand for foreign exchange or 
to permit depreciation of the currency. The choice between these 
policies was in each country determined primarily by psychological and 
political considerations. 

Where withdrawal of foreign credits or flight of capital was an im- 
portant factor, exchange control was adopted as the remedy. In some 
countries, as in Germany, the supposedly close relationship between 
inflation and exchange depreciation was deeply rooted in the public 
mind, and depreciation might have started an internal flight from the 
currency. It was for these reasons that Germany and Middle Europe 
selected exchange control as the principal means for adjusting the 
balance of payments. On the other hand, where political and economic 
tradition was not consonant with the close supervision essential to 
exchange control, as in England, depreciation was adopted as the more 
appropriate policy. In fact, in England the overvaluation of sterling 
had been generally recognized prior to the crisis and exchange de- 
preciation was adopted with wide public support. 

When exchange control is accompanied by an overvalued currency, 
exports tend to decline. In Germany, a number of devices were used to 
overcome this handicap—export bounties, multiple exchange rates,’ and 
particularly bilateral clearing arrangements. In a world with large sur- 
pluses in export commodities Germany undertook bulk purchase o! 
staple commodities under agreements covering a period of years, 
apparently generous prices in marks. With this policy, Germany's 


imports from southeast Europe increased enormously. In turn, Ger- 


* German exports for which demand was inelastic were sold at a high exchange rate, 200 
mmonities 


for which demand was elastic (including additional exports of some comm 


expo ts 
id at lower exchange rates. This use of multiple rates for exports must not be « 


were 


fused with Latin American use of such rates for imports. When foreign exchange for imp o 
is sold at a higher rate, the differential may be regarded as an additional duty coliectee 
when the exchange is sold rather than when the goods are imported. 


MBER 


1944] BERNSTEIN: A PRACTICAL INTERNATIONAL MONETARY POLICY 777 


forced on these countries, through bilateral clearing arrange- 
ments, the compulsory purchase at excessive prices of such goods as 
Germany was willing to spare. During the period of occupation the 
bilateral arrangements were extended to all of occupied Europe and 
the basis for multilateral clearing through Berlin. 
The enormity of the task of adjusting England’s post-war balance 
ents has led important sectors of British opinion to advocate 
the use of direct control for this purpose.’ The proponents of direct 
c ls urge that Britain’s policy must be to expand its trade and to 
prevent disturbing fluctuations in imports and exports. They hold that 
the government must act directly to assure a large and stable volume 


of foreign trade on terms advantageous to Britain. In detail, they 


urge bulk purchase of staple commodities by the government through 
reements covering some years, payment to be made in British exports 


through bilateral clearing arrangements set up for the purpose. As the 
largest importer of staple commodities, Britain could make advanta- 
geous agreements with raw materials producing countries eager for 
assured markets and fair prices, and willing to accept payment in 
British goods. British exporters would still be largely free to compete 
with each other, although under such arrangements competition from 
exporters of other countries would be diminished. 

Si bilateral arrangements could not, of course, supply all of 
Britain's needs, and Britain would continue to trade with other coun- 
tries in the usual manner. To the extent necessary, flexibility might 
iintained in the sterling exchange rate to secure adjustment in 
England’s balance of payments with areas outside the system of bi- 
lateral arrangements. It should be noted, however, that those who urge 


t strongly a policy of direct control of the balance of payments are 
generally not advocates of exchange depreciation as a device for secur- 
ing adjustment. They believe that exchange depreciation would have 

nificant effect in adjusting Britain’s balance of payments and 
would largely result in less favorable terms of trade. In fact, it is prin- 


cipally for this reason that they urge that primary reliance be placed 
upon direct control. 

Advocates of direct control of the balance of payments differ widely 
among themselves. Some regard such a policy as ideally suited, under 


uly estimated that to pay for the pre-war level of imports, Britain will have 

e pre-war level of exports by nearly one billion dollars a year. This increase 
ed to offset the loss of income from foreign investments, shipping services and 
e accounts in the balance of payments. 
ely reasoned statement in favor of direct controls, see ““The Principles of Trade,” 
eignt art les published in the London Economist, January 1, 8, 15, 22, 29 and February 
), 12 1 19, 1944, See also three articles in the London Times, “World Monetary Poli- 
ces, August 21, 22 and 23, 1944. 
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any conditions, to secure the greatest advantages from internationa] 
trade. Others would prefer a solution along freer lines but fear tha; 
no other policy can deal with the enormous problems of the post-war 
period. They would accept direct control for lack of a better policy and 
they would urge the gradual broadening of bilateral arrangements into 
a multilateral system that would open to all countries the advantages 
of expanding trade. 

England is not the only country in which wide and influential public 
support can be found for direct control of the balance of payments as a 
basic international policy. In the countries that have suffered from 
enemy occupation, the uncertainty of their post-war international eco- 
nomic position predisposes some of them to a policy of direct control. 
Even among the American republics, which are relatively well supplied 
with foreign exchange and which are in a favorable international eco- 
nomic position, there is some disposition to retain exchange controls 
and flexibility in exchange rates as necessary devices for dealing with 
future difficulties in the balance of payments. 

Direct control of the balance of payments requires extraordinary 
extension of state control. The repercussionary effects of such a pro- 
gram on the domestic economy are bound to be significant. Beyond that 
even enlightened bilateralism must involve the loss of many advantages 
of multilateral trade based on the international division of labor. The 
effect of such a policy in reducing the standard of living would depend 
upon the precise arrangements that are made and the alternative 
policies that are available. Despite these objections, which are freely 
admitted, there would in Britain be wide public support for a program 
of direct control if the alternative were the gold standard. As compared 
with international codperation, it may be hoped that Britain would 
choose the latter.® 

Apart from its economic aspects, a policy of direct controls might 
have unfortunate political consequences in a world which must work 
together. Even if such bilateral arrangements were made in the friendli- 
est spirit, the participating countries might be brought into conilict 
with countries outside the agreements that might regard such practices 
as discriminatory, and that might find it necessary to take counter 
measures. Such arrangements would inevitably result in a system 0! 
economic blocs which could not fail to have political significance; and 
countries which were unable or unwilling to organize their international 
trade along such lines would be compelled to revert to economic isola- 
tion. 


sce to aire 


*For an able plea in favor of international monetary codperation in prefere ees 
control of the balance of payments, see “After Bretton Woods,” Political and Economic 
Planning, No. 225 (London), September 15, 1944. 
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The argument for direct controls is based on a pessimistic view of the 
possibility of securing through other measures an appropriate pat- 
‘ern of international payments. If an alternative program could be 
devised to assure a high level of international trade and investment, 
it would hardly be to the advantage of Britain and other countries to 
force their trade into narrow channels through bilateralism. But, if the 

orld should have difficulty in maintaining a high level of international 

and investment, Britain and other countries would probably feel 
impelled to adopt a large measure of direct control of the balance of 
payments. 

A program of direct control cannot become the basis for a truly 
international monetary policy. The areas of conflict are too broad, the 
areas of agreement too narrow. If countries will accept now a common 

national monetary policy, the temporary restrictions necessary in 

me countries during the post-war transition period can be fitted into 

he framework of the broader policy and be removed progressively as 

conditions permit. This will be possible if countries agree on inter- 

national monetary codperation. Failing such agreement direct controls 
will be retained and extended in default of a satisfactory alternative. 


IV 


ir nature, balance-of-payments problems are international in 
character and require mutual adjustment. No unilateral policy can, 
therefore, be certain of success. For this reason, the policy of the 

i States since 1934 has been directed toward securing inter- 
national monetary cooperation for the maintenance of orderly exchange 
rates and the elimination of restrictive and discriminatory exchange 
practices, 

Through its exchange stabilization fund, the United States Treasury 
has made bilateral agreements with a number of countries to help 
maintain exchange stability. These agreements provide for the pur- 
chase of the other country’s currency with dollars up to a stated amount 
for the purpose of stabilizing the dollar rate of exchange. The Treasury 
can terminate such agreements at any time, and after notice can require 
the other country to repurchase its currency (at the same exchange 
rate) within a reasonable period. The agreements also provide for con- 
sultation on common economic problems, and specifically that no 
change in the exchange rate will be made except after consultation with 
the Treasury. This same type of bilateral arrangement has since been 


used by other countries.° 


ember 4, 1939, the United Kingdom and France concluded a wartime agreement 
terations in the official rate of exchange and to provide each other with the 
y needed for payments in the other country. A similar agreement between the 
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An attempt at multilateral codperation was made by the United 
States, England and France in the Tripartite declaration of September 
25, 1936. The immediate purpose of the declaration was to prevent 
further exchange depreciation as a consequence of the contemplated 
devaluation of the franc. The three governments declared their inten- 
tion to consult on exchange policy in order to avoid disturbances result. 
ing from the proposed adjustment. The declaration also called for the 
expansion of international trade and the relaxation and ultimate aboli- 
tion of the quota system and of exchange controls. Belgium, the Neth- 
erlands and Switzerland became adherents to the declaration. 

While our bilateral stabilization arrangements and the Tripartite 
declaration helped maintain some degree of order and stability in 
international monetary relations, they were not adequate even for the 
tasks of the 1930’s. In the first place, the political and economic in- 
security of the period resulted in steady pressure upon the currencies 
of some countries. In the second place, German policy forced upon 
other countries restrictions of the type that the Tripartite declaration 
was designed to eliminate. Moreover, the bilateral arrangements and 
the Tripartite declaration were far too limited to achieve their objec- 
tives. 

On the basis of this experience, the Treasury had come to the con- 
clusion that international monetary codperation would have to be 
multilateral in character and broader in scope. In 1941, Mr. H. D. 
White presented to Secretary Morgenthau a memorandum of a plan for 
an International Stabilization Fund and a Bank for Reconstruction 
and Development. Tentative proposals for the Fund and the Bank, 
prepared by the Treasury staff in codperation with the technical staffs 
of the State Department, the Federal Reserve Board, and other agen- 
cies, were made public on April 7, and November 23, 1943, and were 
submitted to the Ministers of Finance of the United Nations.” After 
extended bilateral discussions among the technical representatives of 
thirty countries, a Joint Statement by experts was issued on April 21, 
1944, recommending the establishment of an International Monetary 
Fund. In July, 1944, the United Nations Monetary and Financial 
Conference met at Bretton Woods and prepared Articles of Agreement 
for the International Monetary Fund and the International Bank tor 
Reconstruction and Development. 

The Fund is intended to facilitate the expansion and growth of in- 


ternational trade and to contribute in this way to the promotion and 


Netherlands, Belgium and Luxemburg was announced on October 31, 1943. The New York 
Times of October 6, 1944, reports that similar Anglo-Belgian and Anglo-Dutch Agreements 
are expected. 

* A proposal for an International Clearing Union was published simultaneously 
Wnited Kingdom and was also submitted to the United Nations. 
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maintenance of high levels of employment and real income. In order 

| large and prolonged disequilibrium in the balance of payments, 

nd will use its resources to give members time to correct malad- 

nts in their balance of payments withovt resorting to disorderly 

and discriminatory measures that restrict world trade and spread de- 
pression from country to country. 

The Articles of Agreement prescribe the measures necessary to 

achieve these objectives. Member countries must maintain stability of 


exchange rates by defining the parities of their currencies in terms of 


gold and by limiting fluctuations within a range of one per cent above 
and below parity. To avoid competitive exchange depreciation, a 
untry may not propose a change in the parity of its currency unless 
hange is needed to correct a fundamental disequilibrium. Orderly 
arrangements are assured by providing that member coun- 
alter the parities of their currencies only after consultation 
Fund or with its concurrence. Because of the uncertainties 
ime of determining initial parities, a member country may, after 
ing the Fund, alter the parity of its currency, provided the 
| change, together with all previous changes, does not exceed 
ent of the initial par value. All other changes in parity require 

rrence of the Fund. 
rom the measures designed to provide stable and orderly ex- 
tes, member countries undertake to eliminate foreign exchange 
ns and discriminatory currency arrangements which hamper 
ide. During the transition period immediately after the war, 
r countries which must deal with the problems of relief, recon- 
n, or international indebtedness arising out of the war, may 
in restrictions on payments and transfers for current interna- 
ransactions. But such countries must have continuous regard 
ign exchange policies to the purposes of the Fund and they 
raw restrictions as soon as they can settle their balance of 
ts, in the absence of such restrictions, without undue use of 

es of the Fund. 

help maintain exchange stability, the Fund would have resources 
illion dollars in gold and national currencies subscribed by the 
ir member countries. The Fund would sell foreign exchange 
| amounts to members for their own currencies to enable them 
adverse balance of payments. Countries purchasing foreign 
from the Fund are required to use their own resources of 
foreign exchange to an equal extent, and they must repur- 
Fund’s holdings of their currencies to the same extent that 
| to their holdings of gold and foreign exchange. Countries 
whose currencies are held by the Fund in an amount exceeding the 
initial subscription (quota) must pay a graduated penalty on the 
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excessive holdings. All currencies held by the Fund are guaranteed 
against depreciation in terms of gold. Countries using the resources 
of the Fund must take the necessary measures to correct maladjust- 
ments in their balance of payments, and countries that act contrary 
to the purposes of the Fund may be suspended from using the Fund's 
resources. 

The Conference also prepared Articles of Agreement for the Inter- 
national Bank for Reconstruction and Development. The Bank would 
encourage private investors to undertake international investment by 
guaranteeing loans through the usual investment channels and by 
participating with private investors in such loans. In exceptional cases, 
where private capital is not available the Bank would make loans out 
of its own resources. All loans by or through the Bank must be for 
approved projects of reconstruction and development, guaranteed by 
the country of the borrower, and approved by the country whose cur- 
rency is involved. Because the benefits of international investment are 
general, all countries undertake to share in the risks through their 
subscriptions to the Bank’s capital of 9.1 billion dollars. 

These are objectives and measures which provide the basis for an 
international monetary policy. They provide the means by which 
countries can work together to expand international trade, to facilitate 
its balanced growth, to encourage international investment, and to 
assure each country an opportunity to take constructive measures 
designed to provide a high level of employment. Such a policy can be 
made effective only through international monetary codperation; and 
the Fund itself provides the machinery for consultation and collabora- 
tion on international monetary problems. 


V 


This is the program for international monetary codperation prepared 
by the representatives of the United Nations. It is a program based on 
the experience of this country with our own exchange stabilization fund, 
broadened to provide for multilateral codperation in order to deal with 
the international monetary problems of the post-war period. 

Critics have said that the Bretton Woods program shows devotion to 
the machinery of stabilization while overlooking the fundamental prob- 
lems of international monetary policy.* No one who has worked closely 
with these proposals has claimed that the Fund and the Bank can 0 
more than provide a favorable environment for the expansion of inter- 
national trade and investment. Other measures are necessary. The most 
important single step that countries can take to facilitate the work o! 


" See, for example, the editorials in the New York Times, “Results at Bretton Wo ds," 
July 18, 1944, and in the New York Herald-Tribune, “Machinery Versus Policies, 2? 
tember 29, 1944. 
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he Fund and the Bank is to pursue policies for full employment. It will 
be possible to maintain international balance if in any of the great 
industrial countries there is large and prolonged unemployment. The 
Bretton Woods Conference recognized that the harmonization of na- 
tional policies designed to promote and maintain high levels of em- 
ployment is essential to a successful international monetary policy.” 
It has been said that nothing useful can be done in international 
monetary policy until measures are taken to reduce the obstacles to 
international trade.’* In fact, commercial policy has no real meaning 
unless there is order and stability in exchange practices. Every deprecia- 
tion in exchange rates is not only a tariff on imports but a bounty on 
ports. It is of no use to remove import quotas if through exchange 
ntrol countries can place the same limitations on imports of the same 
commodities from the same countries. Without orderly and stable ex- 
hange rates and the elimination of exchange restrictions there can be 
no certainty in commercial policy. Those who have negotiated com- 
mercial treaties are cognizant of this fact. Whatever can be done 
through commercial policy to expand trade will facilitate the establish- 
of an appropriate pattern of international payments. Discussions 

is end will no doubt continue. 
has been proposed that stabilization be achieved gradually 
ugh the key currencies which are widely used in international 
yments.'* This exclusive concern with the currencies in which inter- 
tional payments are made seems to me mistaken. Except by definition, 


there are no key currencies; there is only a graduated differentiation 


ost important currencies primarily because the United States and 
England do the largest international business, but the currencies of all 
countries are important to the extent that international trade and invest- 
ment are affected by their exchange policies.** Professor Williams’s 
emphasis on the key currencies appears to be based on the view that 
exchange flexibility and exchange control may at times be appropriate 
policies for some countries. Even so, it would be better to have such 
policies utilized, to the extent that they may be necessary, after con- 
sultation with the Fund rather than unilaterally. 


ild be noted that the Bretton Woods Conference recognized the importance of 
iintain high levels of employment and to promote more favorable commer- 
A recommendation to this end was included in the Final Act of the Confer- 


ird H. Collins, “A Job for the Dollar Abroad,” Banking, September 1944, p. 38. 

1 H. Williams, “Currency Stabilization: The Keynes and White Plans,” Foreign 
1943, pp. 645-58. 

only necessary to mention the undervaluation of the French franc in the 1920's 

i¢ German exchange practices of the 1930’s to indicate the importance to the world 

my of the exchange policies of all countries. 
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In some banking circles it has been said that the post-war problem 
is essentially a sterling problem that can best be settled by agreement ° 
between the United States and the United Kingdom for stabilization 
of the dollar-sterling rate of exchange and the elimination of exchange 
restrictions in England.” To facilitate such an agreement, it is pro- 
posed to offer to England a loan amounting to about 5 billion dollars, 
Such a program does not touch the real problem. It would be no help 
to Britain to burden it with a dollar debt of this magnitude. Britain 
needs a world of greatly expanded trade and investment, for only in 
this way can Britain balance its international payments and develop 
the export surplus with which to meet the obligations to India and others 
which Britain incurred in fighting the enemy. If the United Nations will 
accept the Fund and the Bank, and adopt the measures which will 
facilitate their successful operation, the most difficult of our interna- 
tional problems, and those of Britain and other countries, will be solved. 

There is a final suggestion that the International Monetary Fund 
be put off until the end of the period of post-war transition.” If the 
advice of such critics were accepted, the hope for international mone- 
tary codperation would have to be entirely abandoned. The Fund is 
essential during the period of transition. It can be useful in meeting 
the problems of transition, particularly in establishing confidence in a 
system of orderly exchange arrangements. Some adjustments in ex- 
change rates will be needed in the post-war period and exchange con- 
trols will have to be continued in some countries during the period 
of transition. This is inevitable and even desirable, provided such 
measures are not established as the normal basis for adjusting the 
balance of payments. A permanent international monetary policy 
should be agreed upon now, and adjustments during the period of 
transition should be undertaken through the Fund within the frame- 
work of such a policy. 

We have a unique opportunity at this time to secure approval for 
the policy of international monetary codperation which this country 
has urged upon the world for a decade. The United Nations are 
prepared to adopt such a policy. It would be an irreparable loss | 
this country should permit by default the reéstablishment througi- 
out the world of the same types of restrictive and discriminatory 
measures, the same monetary and economic disorders, that led to 
disaster in the decade before the war. 


Leon Fraser to the Herald Tribune Forum, published in the New York Herald Tr 
ber 21, 1943, Sect. VIII, p. 12; Winthrop Aldrich to the Executives Club, ‘ 
hed in the New York Times, September 16, 1944. It should be noted that Mr. Alcrici 
es a grant rather than a loan. 
John H. Williams, “International Monetary Plans: After Bretton Woods,” Foreign 
Affairs, October 1944, pp. 38-56. 
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THE INTERNATIONAL BANK FOR RECONSTRUCTION 
AND DEVELOPMENT 


By ArtHur SMITHIES* 


The fate of “The Bank” was to grow up as the less spectacular 


rer sister of “The Fund,” and the burning controversy over the 
tue of the elder sister let the Bank develop in relative obscurity. It 


was heralded with no Joint Statement and even at Bretton Woods it 


not certain whether the Bank would make its debut unless the 
| were successfully launched in United Nations society. Conse- 
ly, in public discussion the Bank has largely enjoyed the reputa- 
he Fund, although they are distinct personalities. Adverse critics 
Fund have frowned in automatic disapproval of the Bank because 
heir common parentage. Favorable critics, also, have tended to use 
same approach. 


Actually the two institutions are independent in the sense that each 


ld be a success without the other. They are related, however, in 
they both contribute to world stability and development, and both 
ntirely successful only if a workable international system is 

|. The Fund is to contribute to long-run prosperity by short-run 

| operations. The Bank is to contribute to the same end by in- 

: the quantity and improving the quality of long-term foreign 

It is expressly stated that the facilities of the Fund are not 

ised for reconstruction after the war, while reconstruction, to- 

tli development, is of the essence of the purposes of the Bank. 


I. The Need for a Bank 


t experience and future prospects indicate beyond a doubt that 
m for new policies and new techniques in the field of long- 
tment. The experience of both borrowers and lenders tes- 

is. Borrowing countries during the twenties faced the dilemna 
foregoing capital or borrowing at high rates of interest and 
ening their balances of payments with heavier fixed commitments 
they could afford. They resolved it in many cases in favor of 


ting tomorrow take care of itself. The thirties brought repudiation, 


or depreciation, and many borrowers resolved not to expose 
es to the hazards of international monetary caprice in the 
but to rely as far as possible on their own capital resources. 
eave from the University of Michigan, where he is an associate professor of 
the author is serving in the Fiscal Division of the Bureau of the Budget, 


D.C. At the Monetary Conference at Bretton Woods he was Secretary of the 
n the Bank, 
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Lenders during the twenties, notably lenders in this country, lent with. 
out regard to the economics of the situation. Loans made to Germany 
were a case in point. To improve housing conditions and to beautify 
cities is unquestionably a suitable field for public investment; but no 
necessarily for foreign borrowing, since, if deflationary policies are 
eschewed, this type of investment is likely to worsen a country’s 
balance of payments rather than to improve it. If repayment difficul- 
ties are to be avoided a foreign borrowing program must be associated 
with a potential future increase in a country’s exports relative to its 
imports, and to achieve this objective the foreign borrowings should 
probably be invested, in part at least, in projects designed to increase 
the productivity of export industries or of industries which replace 
imports. Thus, in developing foreign investment programs a set of 
considerations should be introduced which appear to have been largely 
ignored by both lenders and borrowers in the past. The differences 
between rates of interest for domestic and foreign loans are some 
indication that the mere fact that payment of interest and principal 
has to clear international hurdles adds a substantial risk factor to the 
investment. 

Foreign investment is of particular concern to the United States, 
and the foreign investment policy of the United States is of vital in- 
terest to the rest of the world. If reconstruction and development are 
to be hastened by the aid of foreign capital, by far the greatest part 
of that capital must come from the United States. If the United States 
is to find adequate and permanent markets for its export industries, 
and is to achieve the objective of the Trade Agreements Program to 
widen continually the area of unrestricted trade, it must enable other 
countries to attain equilibrium in their balances of payments by non- 
restrictive measures. This will require that the United States should 
balance its chronic surplus on current account by a corresponding 
amount of long-term investment. It follows that the United States has 
a most decided interest in improved conditions for foreign investment. 
We shall now inquire how far the Bank contributes to this end. 

After a brief account of the structure and functions of the Bank, 
I shall answer some of the major questions that arise in determining the 
contribution that the Bank can make, the nature of the commitments 
of member countries, and the relation of the Bank’s operation to foreign 
investment through other channels.’ 


II. Structure of the Bank 


Purposes. The primary purpose of the Bank is to assist in the 


* Copies of the Bank and Fund Documents can be obtained from the U. S. Treasury 


= 


"MBER 


with- 
many 
wutify 
it not 
are 
itry’s 
ficul- 
iated 
to its 
10uld 
rease 
place 
pt of 
rgely 
some 
cipal 
the 


ates, 
in 


are 


944] SMITHIES: THE INTERNATIONAL BANK 787 


peconstrce and reconversion of the territories of members which 
have been destroyed or disrupted by the war and in the development of 
productive facilities in the less developed territories of members. This 
primary objective is to be achieved by the productive investment of 
capital which the Bank is to stimulate by promoting private investment 
and by direct loans in cases where private capital is not available on 
reasonable terms. The investment activities of the Bank are to be 
carried out in such a way as to contribute to the balanced growth of 
international trade and the maintenance of equilibrium in balances 
of payments. Also the Bank is to conduct its operations so as to in- 
crease the usefulness of the total flow of international investment and 
to smooth the transition from war to peace. 

One eminent delegate to the Monetary Conference complained that 
in his own country he spent so much time explaining that the Bank is 
not a bank that he never had time to explain what it is. However, the 
Conference was unable to suggest any more acceptable name, so the in- 
stitution remains a “bank.” The objection to the name “bank”’ arises 
from the fact that it does not accept deposits and that its main 
business is not to invest its own funds but to guarantee loans made 
by private investors and to raise money for relending by issuing its 
own bonds. On the other hand, the name “bank” does have much to 
commend it since that title does suggest, as is planned, that the Bank’s 
lending operations should be governed by prudent consideration of the 
merits of the projects it is asked to finance. 

Capital, loans and guarantees. The authorized capital of the Bank 

10 billion dollars divided into 100,000 shares of $100,000 each. This 
capital stock may be increased if three-quarters of the total voting 

grees. The subscriptions agreed to at Bretton Woods amounted 
) million dollars and the subscriptions of individual members 
responded in general to their quotas in the Fund. 

‘T he major individual subscriptions in millions of dollars are: United 
States, 3,175; United Kingdom, 1,300; Russia, 1,200; China, 600; 
France, 450; India, 400; Canada, 325. Twenty per cent of the Bank’s 
capital is subject to call as follows; 2 per cent must be paid in 
gold or dollars within 60 days of the Bank’s commencing operations, 
except that special relief is provided for countries whose territories 
have suffered from the war or whose gold reserves have been seized 
or immobilized as a result of the war. The remaining 18 per cent is 
subject to call in installments and is to be paid in the member’s own 
currency. This paid-up capital i is available to the Bank for direct lend- 
ing or for participations in loans. The remaining 80 per cent of the 
Bank’s capital is to remain uncalled, except in cases of default, to pro- 
vide security for the guarantee functic> of the Bank. This function 
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includes guaranteeing loans made by private investors through the 
usual investment channels and also issuing the Bank’s own bond; 
to raise funds for relending or participating in private loans. Tota 
loans and guarantees of the Bank, including those mentioned above. 
are limited to 100 per cent of its unimpaired subscribed capital, re. 
serves and surplus. Calis of capital to meet the Bank’s guarantee lig. 
bilities are to be paid in gold, dollars or the currency required to 
discharge the obligations of the Bank. 

The Bank can make no loan out of its holdings of local currency:' 
nor can it raise funds or guarantee loans in the market of any member 
without the consent of the member in question. Loans made out of 
holdings of local currency cannot be converted into other currencies 
without the member’s consent. On the other hand, funds which the 
Bank borrows, or loans which it guarantees, must be made available 
by lenders without restrictions on their convertibility. 

The evident intention of the Agreement is that loans should be of 
long duration. Although the term is at the discretion of the Bank, 
several clauses of the Agreement anticipate that loans will be of longer 
than ten years’ duration, and discussion at the Conference indicated 
that the normal life of a loan would be considered longer than ten 


years. 
Interest rates on loans made by the Bank are to be fixed at the 


Bank’s discretion and they bear no necessary relation to the rates at 
which the Bank itself borrows, nor are they necessarily the same for 
all borrowers. Interest rates on loans guaranteed by the Bank must be 
such as the Bank deems reasonable. In addition to interest the Bank 
is required to charge a commission of between one and one and a 
half per cent on loans guaranteed and on loans made from borrowed 
funds. This commission is to be accumulated and held in liquid form 
as a special reserve which will be the first source for the Bank to tap 
in meeting its guarantee liabilities. 

Loans or guarantees by the bank may be made to a member itself 
or to any political subdivision or any enterprise in a member’s terri- 
tories. In all cases, however, the member itself must guarantee the loan. 

The Agreement provides that the Bank shall impose no conditions 
requiring that the proceeds of a loan shall be spent in the territories 
of any particular member. In other words, the Bank is not to make tied 
loans. It is not quite clear, however, how this provision applies to loans 
made out of the Bank’s own capital when what the Bank has to lend 
is the local currencies of members. If, for instance, the Bank has 
sterling but no dollars, it may inform a borrower who wants dollars 
that it can only provide sterling which is not convertible into other 

* By “holdings of local currency” I mean here and elsewhere holdings which form part of 
the 20 per cent of capital paid in for direct lending or repayments of loans from that source 
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-yrrencies without the consent of the United Kingdom. 
‘ul supervision is to be exercised by the Bank over the actual 
its loans in order to ensure that the loaned funds shall be spent 
the purposes for which the loan was granted. The amount of the 
loan is not to be paid in a lump sum to the borrower, but an account is 
to be opened for it by the Bank, which can be drawn upon only to 
meet expenses in connection with the project as they are actually 


istribution of income. The Bank is to determine annually what part 

f its net income is to be distributed and what part is to be allocated 
surplus. The first charge on the distributed income is to be a pay- 
ment of 2 per cent to each member on the basis of loans outstanding 
the Bank out of the local currency subscribed by the member. 


bers in proportion to their shares. 
Organization and management. The original members of the Bank 
ll be those members of the Fund who also accept membership in the 
ore the Bank commences operations. Other members of the 
y be subsequently admitted on terms prescribed by the Bank. 
rs ceasing to belong to the Fund must withdraw from the Bank, 
the Bank by a three-fourths vote allows them to remain members. 
mbers may withdraw from the Bank on giving notice and without 
lty, but they remain contingently liable in respect of loans guaran- 
‘ securities issued by the Bank during the period of their mem- 


management of the Bank is ultimately vested in a Board of 

, one Governor to be appointed by each member. In voting, 

ber shall have 250 votes plus one vote for each share of 

k held. The executive business of the Bank will be carried on by 

twelve Executive Directors. Each of the five members having the 

largest number of votes shall be entitled to appoint one director, and 

the other seven shall be appointed by the remaining members according 

to a scheme of proportional representation. This means that the 

United States, the United Kingdom, Russia, China, and France would 

each automatically appoint a director. The Executive Directors are 
int a president, who shall act as their chairman. 

nain office of the Bank is to be in the territory of the member 

- largest number of votes, but the Bank may also establish 

| regional offices in the territory of any other member. 

sreement will enter into force when signed by members having 

5 per cent of the total subscriptions before December 31, 

1945. rhe Bank will commence operations as soon as practicable after 

the Agreement comes into force. 
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III. The Contribution of the Bank to the Quality and 
Quantity of International Investment 


The contribution which the Bank makes will largely depend on the 
way in which it is administered. But the Bretton Woods Agreement dogs 
provide rules for the operation of the Bank and does limit the purposes 
for which loans shall be granted in such a way as to give every assurance 
that the loans made or guaranteed by the Bank will be as sound a; 
possible. Of course, this does not mean that it is the purpose of the 
Bank to confine its operations to dealings in gilt-edged securities, Op 
the contrary, the most urgent need for the Bank arises from the 
absence of any other machinery for the long-run reconstruction of war- 
torn areas. Loans for this purpose will inevitably be risky and will be 
made whether or not a Bank is set up. It can be argued, however, that 
when made through the Bank such loans will be more soundly con- 
ceived than if they are made in its absence. In the first place, the Bank 
is restricted to making loans, except in special circumstances, for the 
purpose of specific projects of reconstruction and development. Thus, 
general purpose loans are excluded from the Bank’s operations. Fur- 
ther, the specific projects must be investigated by a committee 
appointed by the Bank which shall include an expert for the borrowing 
country and one or more members of the technical staff of the Bank. 
Such an investigation will, undoubtedly, yield more careful considera- 
tion of the purposes of the loan than was the case for most reconstruc- 
tion loans after the last war. 

The fact that the Bank will be able to provide loans at rates of 
interest lower than would be possible without it will also contribute to 
the soundness of the Bank’s investments. Reconstruction will be so 
urgent for many countries that they would borrow regardless of the 
price and of the risks of subsequent default. By reducing the future 
burdens on war-torn countries and thus increasing their capacity to 
meet their loan obligations in the future, the Bank will make a sub- 
stantial contribution toward increasing the reputability of reconstruc- 
tion securities. In the field of development the Bank will reduce future 
burdens on the balances-of-payments of countries which would borrow 
at unreasonably high rates, and will hasten development for those coun- 
tries whose prudence would prevent them from borrowing at the rates 
available in the private investment market. 

The Bank is expressly directed to pursue its lending policies so 4 
to promote the “balanced growth of international trade and the main 
tenance of equilibrium in balances-of-payments.” This, as I have said 
above, is a criterion that has been sadly neglected in determining ‘0 
flow of international investment in the past. In fact, a single private 
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in many cases can hardly be expected to take account of such 
considerations, since the ultimate fate of his loan will depend not on his 
own action so much as on the actions of other lenders and of policies of 
the borrowing country of which he can frequently have no adequate 
knowledge. An international institution such as the Bank, which can 

y a wide segment of the whole field of foreign investment and 

| provides facilities for consultation between experts of both 
borrowers and lenders, is in a position to direct the flow of foreign 
investment into channels which are consistent with general economic 


AVeSTOT 


balance. 

By making funds available to borrowers on more reasonable terms 
and by reducing the risks of lenders, the Bank’s operations will in- 
crease the total flow of international investment. This tendency will 
probably be less pronounced in the reconversion period when the 
demand for loans will be relatively inelastic. In that period, the main 
contribution of the Bank may well lie in enabling war-devastated 

untries to reconstruct their economies without mortgaging their 
future. As the emphasis of the Bank’s operations shifts from recon- 

iction to development, the demand for loans will become more 
tic and its effect on enlarging the total flow of investment corre- 


[V. The Soundness of the Bank as a Financial Institution 


The first question to consider is whether the Bank’s subscribed 
il of 9.1 billion dollars is in fact “good.” The subscription list 
ins subscriptions by some countries whose local currency bor- 

ive no desire to borrow and who are at present incapable of 
lementing the guarantee function of the Bank by providing free 
xchange to meet defaults. Thus it is true that at the present time a sub- 
stantial part of the Bank’s capital is ineffective and its present resources 
t be regarded as being equal to the contributions of the countries 
whose balance-of-payments position or whose .international reserves 
position will enable them to fulfill their obligations. But the main cri- 
terion for the soundness of the Bank as a financial institution depends 
not so much on the present position of the member countries as on 
their position some twenty years hence. That is the time when it is esti- 
ted that the bulk of the Bank’s liabilities in respect to its guarantees 
will fall due. The full success of the Bank, therefore, depends on the 
long-run future of the world. If economic balance is achieved in the next 
generation and if the various countries of the world are in a position to 
accumulate adequate reserves, they will be able to meet their obligations 
to the Bank. It is important to emphasize, however, that even if our 
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hopes in this respect are not wholly fulfilled the Bank can be a success{yj 
institution. Some countries of the world will inevitably have favorabj, 
balances of payments and abundant stocks of gold. Unless the patter 
of world trade is drastically altered it is hard to see how the greater 
part by far of the Bank’s capital can fail to be “good,” no matter wha 
happens. 

In assessing the availability of the Bank’s capital it should be borne 
in mind that the liabilities of members are never likely to be sub. 
stantial in any one year. In the first place, provisions for postponing 
the liabilities of the borrower are to be applied before calls are n 
on the guarantors. Secondly, the maximum call that can be made on 
members in any one year is the amount of the annual service charges 
on the defaulted loans, plus one per cent of total subscriptions. The ; 
per cent call is to be made only if the default is believed by the Ban! 
to be of long duration and is to be used either to redeem obligations 
guaranteed by the Bank or to purchase its own outstanding borrowings 
This spreading of the guarantors’ liabilities should greatly as 
guarantors in meeting their obligations, unless the Bank is exposed t 
chronic and continuous default. 

The Bank’s capital is further protected by special provisions in t 
Agreement which provide for the maintenance of the value of its local 
currency holdings. In the event of depreciation of any local currency 
held by the Bank, the member in question must pay in an amount 
sufficient to maintain the gold or dollar value of the Bank’s holdings 

The question has been raised by some critics of the Bank w! 
the Bank can afford to lend on substantially lower terms than private 
investors and still remain financially sound. This question car 
answered in the affirmative for two main reasons. In the first place 
because of its size and its connections the Bank will be in a position 
to spread its risks more widely than any private investor. Second]; 
the risk factors that affect private investors do not all apply to the 
Bank. For instance, the value of a private security would be serious! 
affected if there were a single failure on the part of the borrower to 
meet its annual obligations. The Bank, on the contrary—as wil! be 
seen later—can provide relief for debtors who cannot meet their « 
gations because of cyclical depression; consequently, the Bank ne 
not take into account the risk of occasional difficulty on the part o! ! 
borrower but need only look at the longer-run position. 

The conservative 100 per cent ratio of loans and guarantees ' 
capital will contribute materially to the Bank’s soundness. A su 
stantial body of expert opinion at the Conference felt that the rate 
could have safely been set at 200 or even 300 per cent. The hg 
actually adopted satisfied the most cautious, and, incidentally, the Col- 
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lid have the benefit of the advice of an impressive array of 
| bankers of great experience, ability and caution. The 
indness of the Bank will also be materially enhanced by the 
rve which in twenty years or so should be sufficient to meet 
ble part of the liabilities on securities guaranteed or issued 


nk is permitted to buy and sell securities which it has guaran- 


[f the Bank is in a position to do this, both its liquidity and 
f its operations are obviously increased. If the Bank is a 
its normal procedure may well consist in carrying securities 
period of their infancy and selling them to private investors 
strength is established. The extent to which this desirable 
irs can be achieved will depend chiefly on the wisdom and 

th which the Bank is administered. 


Relation of the Bank’s Operations to Private Lending 


ement states clearly that the objective of the Bank is to 
and promote private foreign investment rather than to 
ith it. Before the Bank can make a loan, it must be satisfied 
prevailing market conditions the borrower would be un- 
ise to obtain the loan under conditions which in the opinion 
k are reasonable for the borrower.” The statement of pur- 
tes that primary emphasis should be placed by the Bank 
eing and participating in private loans. Direct loans by 
hether out of its own or out of borrowed funds are to be 
where private finance with or without the assistance of the 
t available on reasonable terms. Of course the Bank may 
stors of some highly speculative opportunities for windfall 
exchange for that it will provide the investing public with 
‘f security which should prove a godsend to trustees and 
ompanies seeking refuge from the low yields of domestic 
t securities. 
antee function of the Bank is entirely in line with the 
' cooperation between government and private enterprise 
1 developed in this country during the past decade. Public 
private activity have been successfully used in the Federal 
inistration and the Federal Deposit Insurance Corpora- 
| making V and VT loans during the war. The borrowing 
activities of the Bank are in line with the established 
ertain of our government corporations. I believe that this 
government assuming contingent liabilities which will not 
[ private activity is successful represents a most promising 
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compromise between the need for government action and the desire to 
retain the private economic system to the maximum extent feasible. 


VI. The Relation of the Bank to the Export-Import Bank 


The Bank is to some extent paralleled by the Export-Import Bank. 
which makes loans, chiefly to Latin-American countries, for develop- 
ment purposes. Although originally the Export-Import Bank confined 
its activities to financing United States exporters, it has broadened its 
operations to foster public works and industrial development. It has 
adopted the principle of confining its lending to projects where private 
finance is not available on reasonable terms and has also employed the 
guarantee method—backing foreign advances of American banks. 

The main difference between the Export-Import Bank and the pro- 
posed International Bank is that the operations of the former are 
closely related to the promotion of United States trade. During the 
war development projects have been encouraged which will provide the 
United States with strategic imports; and the loan contracts normally 
contain a tying clause which provides that machinery and materials not 
available in the borrowing country shall be purchased in the United 
States and transported in United States ships. 

Thus, while the Export-Import Bank, on a much more limited scale 
serves some of the same development objectives of the International 
Bank, its tied-loans provisions prevent it from making the same con- 
tribution to achieving world equilibrium of balances of payments. To 
that end it is necessary, not that United States exports do not increase, 
but that the exports of other countries increase relatively more. While 
the International Bank will, almost inevitably, tend to expand United 
States exports in the early post-war years, it is to be hoped that the 
fact that its loans are untied will enable it to assist in rectifying the 
disequilibrating factors that at present hamper world trade. Purely 
national foreign-investment banks will undoubtedly play an important 
réle not only here but elsewhere, but they cannot be regarded as sub- 
stitutes for the International Bank. 


VII. The Effect of the Bank’s Operations on Balances of Paymenis 


I have already discussed the long-run objective of the Bank to pro- 
mote equilibrium of balances of payments. Here I want to discuss the 
measures in the Agreement designed to ensure that the operations of 
the Bank will be conducted so as to safeguard the balance-of-paymet! 
positions of both borrowers and lenders. The Bank cannot borrow ot 
guarantee without the consent of the member in whose market the 
loan is raised and the member in whose currency it is payable. Further- 
more, if a loan is made by the Bank out of its capital in the currency ' of a 
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ember, the loan contract must provide that payment of interest and 
, ation must also be made in that currency, unless the member agrees 
some other arrangement, and those funds cannot be relent by the 
Bank without the member’s consent. In the case of loans made out of 
funds borrowed by the Bank which are provided by the lender in free 
exchange, payments by the borrower can naturally be converted by the 
Bank into other currencies, but the Agreement does provide that in no 
case shall the Bank’s loans in any given currency out of borrowed funds 
exceed its borrowings in that currency. Further, it is provided that if 
expenditures in the territory of a member out of loans made or guaran- 
teed by the Bank do weaken its balance-of-payments position, the Bank 
may repurchase part of the currency spent with gold or free exchange. 
In these various ways the Agreement does adequately protect the 
balance-of-payments position of lenders. 
The i of the Agreement to protect gd balance- of-payments 


one of the major disadvantages of foreign investment from the wabet 
ff view of a borrowing country is that the balance of payments is 
burdened with fixed money commitments in bad years as well as good. 
This is a serious embarrassment especially to those countries whose 
exports consist of primary products the prices of which are subject to 
great cyclical variations. The Agreement provides that if a borrowing 
ountry is suffering from acute exchange stringency, the Bank may 
agree to accept service payments on the loan in the member’s own 
currency for periods not to exceed three years. Also, the Bank may in 
such cases modify the terms of amortization or extend the life of the 
loan. I think the spirit and the content of this provision are one of the 
best contributions that the Agreement has made to a better appreciation 
of the requirements for enlarging the volume and improving the 
quality of international investment. The Agreement also contains other 
provisions which protect the balance-of-payments of the borrower; 
e, if the execution of the project for which the loan is made 

‘ise indirectly to an increased need for foreign exchange by the 
borrower the Bank may, in exceptional circumstances, provide the 
borrower with a limited amount of additional gold or foreign exchange 
to meet these needs. The extent of this relief, however, is not to exceed 


t} 


the local expenditure by the borrower in connection with the project. 


VIII. Protection of the Interests of Lenders 


It has been alleged by critics of the Bank that its effect will be to 
place the resources of lenders at the disposal of an institution which 
is largely controlled by borrowers. Although it is probable that in the 
early years of the Bank’s life borrowing countries will have a majority 


) 

e 

d 

7 

il 

it 

)- 


796 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


of the Executive Directors, they are not likely to have a majority of 
the total voting power of the Bank. Decision on matters which would 
affect the essential interests of lenders is not within the power of the 
Executive Directors. Amendments of the Agreement can only be made 
if approved by three-fifths of the members having four-fifths of the total 
voting power; and some amendments require unanimous consent. 
Within the latitude now permitted by the Agreement, important 
changes, such as an increase in the authorized capital stock, require a 
three-fourths vote. 

As we have already seen, the lending country has a veto power on 
any use by the Bank of its currency, and on any guarantees or borrowing 
operations of the Bank in its territory. Although the lending countries 
have no direct voice in what projects are to be financed by the Bank. 
their veto power would make it impossible for the Bank to operate 
unless its general policies met with the approval of the lending 
countries. 

In view of these provisions it is hard to see how the interests of 
lenders can fail to be adequately protected. The real point to make, 
however, is not that there is no danger of lenders being adversely 
affected, but that the Bank offers through its guarantee function 
positive advantages not only to borrowing but also to lending countries 
It was pointed out with great emphasis by Lord Keynes, as the repre- 
sentative of a country which expects to be neither a borrower nor a 
lender, that the Bank enables those countries which are not in a posi- 
tion to lend to undertake some of the responsibilities involved in pro- 
moting the common objective of increasing world prosperity through 
increasing the flow of foreign investment. I quote him in full: 

“Herein lies the novelty of the proposals which will be submitted 
to you. Only those countries which find themselves in a specially 
favored position can provide the loanable funds. But this is no reason 
why these lending countries should also run the whole risk of the trans- 
action. In the dangerous and precarious days which lie ahead, the risks 
of the lender will be inevitably large and most difficult to calculate. 
The risk premium reckoned on strict commercial principles may be 
beyond the capacity of an impoverished borrower to meet, and may 
itself contribute to the risks of ultimate default. Experience between 
the wars was not encouraging. Without some supporting guarant 
therefore, loans which are greatly in the interests of the whole world 
and indeed essential for recovery, it may prove impossible to float : 

The experience of the past has not indicated that lending countries 
are particularly capable of safeguarding their own interests in foreign 
investment. An international institution which provides additiona sale- 
guards, increases the borrowers’ capacity to pay, and diminishe 
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f investment by strengthening loans through the addition of an 
tional guarantee, can hardly be considered to be detrimental 
lending countries’ interests. 


IX. Conclusion 


My analysis of the Bank has, I am afraid, the suspect qualities of a 
smly favorable review. It could be argued that the Bank is nar- 
ited in its purposes, that relative to the needs for inter- 
investment its contribution is small, and that it is too en- 
| with rules and safeguards to permit flexible operation. An 
| bank in an ideal world might be very different from this one, but 
vorld would need no bank. The great merit of both the Bank 
the Fund is that they do not strive for the impossible. The Bank 
recognizes that the economic policy of the main lending 
is to make the private enterprise system work, but that, 
in the field of foreign investment, supplementary govern- 
n is necessary. It recognizes, moreover, not only that the 
limate of this country demands a conservative solution to the 
vestment problem, but that a conservative solution has 
t merits. The world has not reached that degree of sophistica- 
re creditor countries will lend with no prospect of return, and 

by borrowers is regarded as constructive policy. 
the subscription list of the Bank is the largest in the history 
: ld, the contribution of no individual country is excessive. 
‘nited States, for instance, will require an appropriation of only 
r cent of its total subscription or 635 million dollars. The re- 
ich is a contingent liability will presumably be covered 
orization. This amount does not seem excessive for what 
ove to be, directly and indirectly, a secure and remunerative 


will help to avoid the disasters that have plagued foreign 

t in the past, and the least that can be said for it is that, with 

foreign investment will be more extensive and more con- 
than without it. 
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THE “BURDEN OF THE DEBT” AND THE 
NATIONAL INCOME’ 


By Evsey D. DoMAR* 


I 


“Full employment after the war” has now become the subject 
most frequently discussed by economists. When the war is over, the 
level of employment and income will be determined to a great extent 
by the speed and character of the reconversion process. After that, 
hopes of maintaining full employment are based, for good or for ill, 
on the various backlogs developed during the war. But when both 
periods are over, the old and so painfully familiar problem of the 
disposal of intended savings will again appear. 

It is possible that private investment will be able to absorb all savings 
year in and year out, or that private investment will at least fluctuate 
around a sufficiently high average so that deficits which may be incurred 
by the government in some years will be offset by surpluses made in 
others. Whether or not this will actually happen is a matter of opinion; 
it is a problem not discussed here. Instead I propose to examine the less 
optimistic case, when private investment is insufficient to absorb in- 
tended savings over a relatively long period of time. 

Public investment financed by borrowing, though perhaps the 
most direct and evident, is by no means the only method of dealing 
with the situation. The income-generating properties of various kinds 
of taxation still remain to be explored;? the possibilities of encour- 
aging private investment by means of various tax devices have not 
been sufficiently worked out either; the same can be said about plans 
designed to reduce the propensity to save. It will be assumed here 
however, either that all these measures cannot be tried, or that 
they have not proved sufficiently effective so that a continuous policy 
of deficit financing must still be pursued.° 

*Mr. Domar is with the Board of Governors of the Federal Reserve System. 1% 
opinions expressed are those of the author and do not necessarily reflect the po 
Board. 

‘ Thanks are due to Miss Mary Painter for her assistance in the preparation of this paper 

2 See, however, P. A. Samuelson, “Full Employment After the War” in Postwar Econom 
Problems edited by S. E. Harris (New York, McGraw-Hill, 1943), p. 44; A. Hansen 
and H. S. Perloff, State and Local Finance in the National Economy (New York N mt 
1944), pp. 245-46; L. A. Metzler, “Effects of Income Redistribution,” Rev. Econ. 5!0', 
Vol. 25 (Feb., 1943), pp. 49-57; B. Ruml, National Fiscal Policy and the Two Super Budg- 
ets, an address delivered before the Institute of Public Affairs, University of Viz 
June 27, 1941. 

*At this stage, “public investment financed by borrowing” and “deficit financing 
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The theory of the multiplier and our actual experience during this 
var have demonstrated, I believe, that money income can be raised 
to any desired level if the total volume of public expenditures is 
sufficiently high. This view will probably be accepted also by the 
opponents of deficit financing. Their objections to such a policy 
are based on several grounds, the most important being the belief 
‘hat continuous government borrowing results in an ever-rising 
public debt, the servicing of which will require higher and higher 
nd that the latter will eventually destroy our economy, or 

in outright repudiation of the debt. 

it continuous borrowing will result in an ever-growing public 
evident; that, with a non-falling interest rate, the interest 
harges will grow is likewise true; and finally, assuming—as we shall 
in this paper—that all funds for payment of interest charges are to 
be raised by taxation,* there is no question that the absolute amount 
taxes to be collected for that purpose will increase at the same 

it all these absolute amounts do not mean much. 

Whatever favorable or unfavorable effects the existence and growth 
of the debt may have, what matters is its relation to other economic 
variables, such as national income, resources of the banking system, 

ume of private securities outstanding, and so on, the particular 
elation to be studied depending on the character of the problem at 

id. The phrase “burden of the debt,” if it has any meaning, evidently 

the tax rate (or rates) which must be imposed to finance the 
irges, and that the tax rate will rise is far from evident. 

The belief that government borrowing must necessarily result in 

tax rates is so widespread both in technical and popular writings 

t no quantitative analysis of it has, to my knowledge, ever been 

[t has been pointed out, however, particularly by Professor 

. that the debt problem should be studied in its relation to 
national income, and that with a growing national income the “debt 
burden” is likely to be confined within manageable limits.° The pro- 
of deficit financing have also argued that the burden of a 
lly-held debt depends to a great extent on the distribution 


susly. The essential fact is that government absorbs the savings and spends 
ture of these expenditures will be discussed in Section IV. 
ption is made both to simplify the argument and to protect the reader from 
ny, government investment financed by borrowing sounds so bad that the 
wing to pay interest charges also is simply unbearable. 
n and Guy Greer, “The Federal Debt and the Future,” Harpers Magazine, 
. 489-500; A. H. Hansen, Fiscal Policy and Business Cycles (New York, 
pp. 135-185; “Moulton’s The New Philosophy of Public Debt” in Hansen 
cit., pp. 285-298; and his other writings. 
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of the debt ownership;° that however large the debt may be, interes; 
charges can still be collected because interest income constitutes . 
part of taxable income;‘ and finally, that a tax rate, however high 
will not deter investment if losses can be offset against other income! 

No evaluation of these last three arguments will be made her 
But the issues of the debt problem will appear clearer if we adop 
the attitude of the opponents of deficit financing and treat this | 
rate as a burden, as a price for the privilege of having a higher 
level of income (and employment) than would prevail without def 
financing. We shall therefore explore the behavior of the tax rate 
over time under several sets of assumption. In addition, it will be 
interesting to examine what the community gets for this payment 
i.e., the net income of the non-bondholders after the transfer of interest 
charges to the bondholders has taken place. 

It is true that the existence and growth of the debt raise a number 
of other problems besides the behavior of the tax rate and of | 
net income of the non-bondholders. I hope it will be recognized 
ever, that these two variables are the most important ones, and that 
an analysis of their behavior will be of considerable help in the under- 
standing of the whole problem of the debt. 

The paper is based on several dynamic models which are developed 


mathematically. All mathematics, however, is concentrated in the 
Mathematical Appendix and only the final results are given in | 
text. As in most investigations of this character, certain simp! 
assumptions will have to be made, but ways of modifying th: 
become apparent as the argument progresses. 


II 


The burden of the debt, or the average tax rate covering th 
terest charges, equals, roughly speaking, the ratio of the 
charges to income; or the ratio of the debt to income multipli 
the interest rate paid on bonds.® Jt will be assumed that this int 
rate is a given constant (i). If we now want to find the etiect 


*A. H. Hansen: sources given in footnote 5; A. P. Lerner, “Functional Finance a! 
Federal Debt,” Social Research, Vol. 10 (Feb., 1943), pp. 38-51; Stuart Chase, J 
Money Coming From? (New York, Twentieth Century Fund, 1943), pp. 97 

‘Lerner, op. cit., S. E. Harris, “Postwar Public Debt” in Postwar Econo 
edited by him, pp. 169-186. Unfortunately both Lerner and Harris assumed 
arbitrary magnitudes of the debt and income without any analysis of their interrela! 

* Lerner, op. cit. For a more elaborate analysis of the effects of loss of 
Domar and R. A. Musgrave, “Proportional Income Taxation and Risk Takir 
Jour. Econ., Vol. 58 (May 1944), pp. 388-422. 

* Though not quite correct, this statement will do for the time being. A more correct 0m 
will be given on pp. 802-03. 
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ncing on the tax rate, we should examine its effects on the 
of the debt and of the national income. 
t of borrowing on the debt is somewhat complex and will 
p in Section III. At this stage we can only record the obvious 
ntinuous borrowing will of course result in an ever-increas- 
Indeed, this point has never been overlooked in the numerous 
) the subject. 
er relevant fact—that deficit financing may have some effect 
has received a different treatment. Opponents of deficit 
{ten disregard it completely, or imply, without any proof, 
e will not rise as fast as the debt. On the other hand, we 
get the incorrect impression that it is sufficient for the 
t to spend, say $100, and the national income will rise by 
), depending on the magnitude of the multiplier. If this 
so, there would be no debt problem at all: it would cer- 
is to raise the national income by $300 at the expense of 
increase in interest charges.*° 
tinction should be made between /evels of investment ex- 
| income and increments in investment expenditures and 
h a given average propensity to save, the level of national 
be a multiple of the level of investment expenditures (public 
Similarly, with a given marginal propensity to save, an 
national income will be a multiple of an increment in 
expenditures. But neither of these two statements tells 
ut the relation between the /evel of investment expenditures 
ement in income. 
be emphasized that the stimulating effects of a given 
expenditures tend to disappear quite soon, unless, of 
believes in pump-priming which does not at present find 
nents. Pump-priming aside, an increase in national income 
) produced by an increase in investment expenditures 
will presently disappear and income will fall back 
level. But the public debt (if investment expenditures 
by government borrowing) has permanently increased 
and so have interest charges (by $2.00). This is the 
- debt problem. If the national income is to be maintained 
level, new amounts must be spent.” 
to simplify the problem, it will be assumed that the com- 
erage and marginal propensities to save are equal and 


r cent of the $100 borrowed. 
» can be easily demonstrated by means of algebra, a numerical table or 
d example, see Hansen, Fiscal Policy and Business Cycles, Chart 16, 


m this chart that the present paper originated. 
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constant.’* Under this assumption, national income will be simply a 
multiple of investment expenditures, and the two series will behave jp 
exactly the same manner.’* To maintain a constant level of income it js 
sufficient to have a constant stream of investment expenditures, public 
and private, but to achieve a rising income, total investment expendi- 
tures must also be rising. Thus, if it is desired that income should rise 
at a constant absolute rate, total investment expenditures must also 
rise at a constant absolute rate; or if income is to rise at a constant 
percentage rate, investment expenditures must also rise at a constant 
percentage rate; and so on. In other words, by regulating the total 
investment expenditures, national income can be made to behave in any 
desired manner. 

All this refers to money income. Nothing has been said so far about 
real income. Whether or not real income will follow the movements 
of money income depends on a number of circumstances which will 
be discussed briefly in Section IV. But it will greatly simplify our 
analysis if we now assume that the price level remains constant (what- 
ever that means over long periods of time), so that changes in money 
income and in real income are the same."* 

Before proceeding to the actual analysis of our problem, two other 
questions have to be settled. The first refers to the distinction between 
national income and taxable income. Without getting into current 
controversies, it will be sufficient to define national income as the sum 
of all wages, salaries, dividends, etc., paid out plus undistributed 
corporate profits, but excluding interest paid on the public debt. Tax- 
able income will be defined as the national income plus interest receipts 
on the public debt, since interest receipts are also subject to taxation. 
It will be assumed that service charges are raised by means of a 
proportional income tax imposed on the total taxable income (without 
any exemptions), so that the tax rate will equal the ratio of interest 


“ This would be a bad assumption to make in any problem of cyclical character. It may 
be quite reasonable, however, in an analysis of a secular problem such as ours. More about 
it will be said in Section IV, pp. 821-22. 

“This of course follows from the definition of the propensity to save. Using / 


investment, Y for income and A for propensity to save, we have Y=I- rT 


= f(t) where t is time, Y = f(t) - — 


“It is well to recognize that the assumption of a constant price level considerably reduc 


+ 


the quality of the analysis. As a matter of fact, in three out of the four cases 
analyzed (1, 2 and 4), a constant price level is quite unlikely to be maintained B 
purpose of this paper is to study the debt problem in its bearing on deficit financing. } 
therefore, appears worth while to sacrifice some theoretical completeness in order to ; 
out clearly the essence of the problem. I do not think that the validity of the final con- 
clusions is thereby impaired. 


it 
K 
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-harges to taxable income, it being understood that taxes levied for 
ve in | yurposes than to service the debt have already been subtracted 
e it is ‘n arriving at this definition of national income.” 

wublic Since no mathematical derivations are given in the text, it will be 
endi- necessary to construct numerical tables to demonstrate the argument. 
1 rise it must be made perfectly clear that these tables are given as an 
also ‘Jlustration only and do not represent any attempt to forecast. They 
stant sover a period of 300 years not because I expect deficit financing, in 
stant the accepted sense of the terms, to last that long, but simply to convey 


ply a 


total the notion of a long period of time! Ax % 
1 any To construct the tables, the parameters used must be given numerical 
Jues. An effort to take reasonable magnitudes could as readily be 


the debt at the beginning of the “experiment” == $300 billion, 
, national income at the beginning of the “experiment” — $130 
illion, the interest rate on the debt, 7, = 2 per cent. 
In addition, a decision must be made with regard to the magnitude 
f government borrowing. To do this, we must have some idea about 
the community’s propensity to save. The examination of Professor 
net’s estimates shows that over the period 1879-1928 net capital 
n constituted about 13 per cent of national income (in 1929 
This percentage appears to have been remarkably stable, 
a slight downward trend; in the decade 1919-28 it was about 
) per cent." There may be serious objections against this kind of 
ipproach to an estimate of a future secular propensity to save under 
conditions of full employment, but it is a question which cannot be 
iscussed here. I shall assume that the propensity to save will be 12 
How this 12 per cent will be divided between private and 
iblic investment is again a matter of guesswork. It can just as well 
issumed that they share in it equally. In other words, the fraction 
of national income borrowed by the government, to be indicated by 
2, will be assumed to equal 6 per cent.” 
income after taxes will equal taxable income minus tax collections, i.e., 
since interest charges equal tax collections. It appears reasonable to apply 
save to disposable income, and the fact that it equals national income 
ifies the mathematics of the problem. 
well argued that non-deflated series should be used. Numerically, the differ- 
mall, and there is no need to elaborate this point any further here. Source: 


an unpublished revision of Table 2 in Uses of National Income in Peace 
il Paper 6, March 1942, National Bureau of Economic Research (New 


ks about a rising propensity to save and a rising a will be made in Section 
In addition, a variable percentage of national income borrowed by the 
issed in Case 4 (The War Model), pp. 812-16. 
) the Mathematical Appendix, the reader can easily construct other tables 
ent numerical magnitudes of the parameters. 
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III 
All preliminaries having been disposed of, a direct attack on the W 
problem can now be made, which is to find out what the tax rate and u 
other variables will be when national income is made to behave in , . 
given manner.’* Theoretically, there is an infinite number of patterns is 


which the national income may be assumed to follow, but only the 
simplest ones will be considered here. It is clear that, in a problem 
of this type, it is more meaningful to express the growth of income 
in percentage rather than absolute terms, and a function with , 0; 
constant percentage rate of growth will occupy the center of the dis. 
cussion (Case 3).’* But it may be also interesting to examine the situa. 
tions when income is held constant (Case 1), or is increasing at a 
constant absolute rate (Case 2). Finally, a variable percentage of 
income borrowed by the government is analyzed in the so-called “War 
Model” (Case 4). 


Case 1. When National Income Remains Constant 


Since the government keeps borrowing a per cent of national income, 
it is evident that the debt will increase at a constant absolute rate. 
The ratio of the debt to national income will therefore grow without 
limit and the tax rate will approach asymptotically 100 per cent.’ 
The net income after taxes of the non-bondholders will approach zero. 
The picture is rather dismal. 

Actually, it takes quite a long time before conditions become really 
bad, depending of course on the magnitude of the parameters. As 
shown in Table I, after 50 years the tax rate is only about 10 per 
cent, and it takes almost 250 years to bring it to 25 per cent. But there 
is something inherently odd about an economy with a continuous stream 
of investment expenditures and a stationary national income. There 
may exist at least two explanations: 

(1) Investment expenditures do not result in a higher per manhour 


ot. 


* As stated on pp. 801-02, national income is made to behave in a given manner by 


ing the volume of investment expenditures. Investment expenditures are the indepencent n 
variable. This must be borne in mind, because the discussion in this section might give the 7 
misleading impression that national income is the independent variable. , 
From a realistic point of view, a function with a slowly declining percentage rate of : 
gro would probably be more significant. This paper being but a first step in an analysis C 
of this type, I thought it better to make no use of the more complex functions. A declining t! 
percentage rate of growth is, however, discussed in Section IV. Nn 
* It may appear strange that the tax rate does not go beyond 100 per cent, in view of 
the fact that the ratio of the debt to income increases without limit. But the tax rate S 
the ratio of the interest charges to the taxable income, and as the debt and therefore the re 
interest charges grow, taxable income increases as well. It is on this fact that Harris and 
Lerner based their defence of a large public debt, as already mentioned in footnote 7. ti 
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productivity, and there is no increase in the number of manhours 


Ls 


d. It is doubtful whether these expenditures should be called in- 
vestment in the first place. But such a situation is not incompatible 
with full employment, if the level at which national income is kept 
is sufficiently high. 


[ge TAX RATE AND THE RATIO OF THE DEBT TO NATIONAL INCOME WHEN 
NATIONAL INcOME REMAINS CONSTANT 


= $300 billion a=6 per cent 
yme = $130 billion i=2 per cent 


Tax Rate Ratio of Debt to 
Per Cent National Income 


te 


00 ¢ tn ¢ 


2) As a result of the investment expenditures, productivity per 
manhour rises, but there is a continuously falling number of manhours 
worked. It may mean an ever shortening work-week. Under present 
institutional conditions, it is more likely to mean ever increasing un- 
employment. Together with the ever rising tax rate, it would combine 
the bleakest prophesies of both Karl Marx and the Wall Street Jour- 
nal,” 


is, of course, a third possibility, namely, that of a falling price level, so that the 
ild be actually rising. Such a case would exclude neither increasing pro- 
| employment. It is worth further study. What really matters is the fact 
reasing share of the national income goes to the bondholders. This of course 


EMBER 
te and 
e in a 
tterns 
d 
e dis. 
Sita. | 
ata 
ge of U | =z 1 
on 52 7 
War 63 3 
3 | 74 9 
4 85 5 
5 96 1 
) 50 1 
15 03 1 
ome, 56 1 
rate 5 08 1 
0 60 | 
10 61 1 
ent 0 60 1 
zero. 11.98 | 1 
100 14.25 
125 16.40 . 
eally 150 18.44 11.3 
As 175 20.40 12.81 
22.25 14.31 
a 24.02 15.81 
there ) 25.71 17.31 
ream 275 27.33 18.81 
28.88 | 20.31 
At the limit 100.00 Infinitely large 


806 THE AMERICAN ECONOMIC REVIEW [ DECEMBER 


To repeat, continuous government borrowing not accompanied by 
a rising national income results in an ever, though slowly, rising deb 
burden in addition to other possible economic dislocations already 
mentioned. How long such a policy can be pursued is a matter of con- 
jecture. It will be shown in Cases 2 and 3, however, that the difficulty 
lies not in deficit financing as such, but in its failure to raise the 
national income. To have a rising income, investment expenditures 
(public and private) must not remain constant, but must increase. 
Case 2. When National Income Increases at a Constant Absolute Rat 


As the percentage of income borrowed (a) is constant, by assump- 
tion, and the income grows at a constant absolute rate, the annual 
deficits become larger and larger, so that the debt itself grows at an 
accelerated absolute rate.** Therefore the ratio of the debt to national 
income will rise without limit, and the tax rate will again approach 100 
per cent. 

It is of course evident that in the present case the absolute magni 
tude of the income is larger than it was in Case I. It is equally evident 
that a more rapidly growing income will, with our assumptions, result 
in a larger debt. We might therefore expect that the tax rate (and 
the ratio of the debt to income) will be the greater the more rapidly 
income rises. Actually, exactly the opposite holds true. 

Table II compares the tax rates resulting from a constant income 
(as in Case I) and from income rising at 5 and 10 billion dollars 
per year, respectively. After 50 years, the tax rate equals 9.6 per 
cent when income is constant, 5.3 per cent when it rises at 5 billions per 
year, and only 4.4 per cent when the rate of growth equals 10 billions. 
It takes about 280 years to raise the tax rate to 15 per cent when in- 
come increases at 10 billions per year, and only 110 years when it 
remains constant. And in general, it can be easily shown,” that the 
faster income rises the lower will be the tax rate, even though a more 
rapidly rising income results in a larger absolute magnitude of the 
debt. This point will be taken up again in Case 3 and in Section IV. 

It is still true, however, that we are confronted with an ever rising 
tax rate. It could therefore be expected that the net income after taxes 
of the non-bondholders would gradually apprency zero as it did in 


raises grave doubts as to ‘the advisal ability of fiscal and price policies resulting in a constant 
money and a rising real national income. 

* Mathematically speaking, this means that while national income is linear, the 
being a function of the integral of income, is a quadratic. See Mathematical Appendix 
p. 824. 


a3 


debt 


See Mathematical Appendix, p. 824. 
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But this growth of the tax rate is more than offset by the 
ng national income, so that the net income of the non-bond- 
; after taxes approaches a very high asymptote. It therefore 
; that the non-bondholders will be much better off than they 
the beginning of the experiment, in spite of the rising tax rate. 


\ COMPARISON OF TAX RATES WHEN NATIONAL INCOME REMAINS CONSTANT AND 
EASES AT $5 BILLION AND $10 BILLION PER YEAR (IN PERCENTAGES) 

$300 billion a=6 per cent 

e = $130 billion #=2 per cent 


- —— = = 
Constant | Income Increasing at | Income Increasing at 


Income $5 Billion per Year $10 Billion per Year 


4. 
4.! 
4. 
4. 
4. 
4.¢ 
6. 
6. 
7. 
8. 
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s doubtful, nevertheless, whether an economy with an ever 
rate levied for the sole purpose of paying interest on the 
be able to escape serious economic and social difficulties 

possibly lead to a repudiation of the debt. 
the nature of the economy described in this model? We see 


2b 
ptote is given by the expression — where b is the absolute rate of increase 
ai 


| income, and 3 is the interest rate paid on the debt. 
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that larger and larger absolute amounts are invested (publicly and 
privately), but in spite of this, national income rises only by the same 
amount. The explanation of this phenomenon is practically the same 
as in Case 1: 

(1) Investment fails to raise productivity per manhour sufficiently to 
allow the national income to grow faster; neither is there a sufficient 
rise in the number of manhours worked. In other words, the result js 
a diminishing productivity of investment which may be due to the 
wasteful character of investment expenditures, or to a lack of new 
technological improvements.” 

(2) Productivity per manhour rises sufficiently, but there is a con- 
tinuous decline in the number of manhours worked. This may mean 
more voluntary leisure or more unemployment. 

If it is unemployment that prevents national income from rising 
faster (e.g., at a constant percentage rate), the remedy is simple (at 
least in theory): investment expenditures should proceed at a faster 
rate. But if productivity per manhour fails to advance sufficiently, 
the situation is more serious. This question will be taken up in Section 


IV. 
Case 3. When National Income Increases at a Constant Percentage 
Rate 


Since Case 3 is the most important model, the major part of the 
subsequent discussion refers to it. Use will be made here of three 
symbols, two of which have already been introduced: 

a—percentage of national income borrowed, 

i—interest rate paid on bonds, 
and 

r—percentage rate at which national income increases. 

To understand the relationship between the debt and income in this 
case, it is necessary to make use of the following two propositions 
on which the whole analysis rests: 

1. If a variable Q is the sum of 91, q2, Ys, Ys, - . . and so on, each of 
which is r per cent larger than the preceding one, then the addition o! 
more and more g’s makes Q itself increase at a rate approaching f per 


cent. 
ha 
2. If any two variables increase at the same percentage rate, te 


ratio between them remains constant. 


* Productivity of investment as used in this paper refers to an increment in nationa 
by an 


income due to a given investment, and not to return over cost received or expected nag 
investor, which forms the essence of Keynes’s marginal efficiency of capital and allie 


concepts. 
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Mathematically, both propositions can be proved very simply.” 
The non-mathematical reader can construct numerical tables and 
plot the results on semi-logarithmic paper. He will find that as time 
goes on, his sum, whose components grow at a constant percentage 
rate, will look more and more like a straight line, i.e., its rate of growth 
will approach a constant. If he plots two functions growing at the 
syne constant rate, they will be represented by two parallel straight 
lines. 

Now, according to our assumption national income grows at a con- 
stant percentage rate r. Since every year a constant a percentage of 
that income is being borrowed, it is clear that the deficits also grow 
at r per cent per year. The total debt is simply the sum of all the 
leficits. Therefore, according to the first proposition, the rate of growth 
f the debt itself will also approach r, and according to the second 
proposition, the ratio between the debt and the national income will 

h a constant. This conclusion presents a striking contrast with 

results obtained in Cases 1 and 2 where the ratio of the debt to in- 
ncreased without limit. 

It is shown in the Mathematical Appendix (pp. 824-25) that the 


t proposition: 
t involving the use of calculus: as stated in the text, let 

a(1+r)* 

the original value of Q, r is the percentage rate of increase, and ¢ indicates the 

s. We have here a geometric progression in which (1 + r) is the common 
+7)" —1] 

r 

s, 0 approaches the expression 


tel 


es at ry per cent per year. 
ler familiar with calculus can use a continuous function. If 


‘s at a rate approaching r as ¢ becomes large. 
hosition: 

riables increasing at the same rate r can be expressed 
nd a:(1+- (or and a:e"*), 


nd 


a 
lz are constants. Their ratio equals — which is also constant. 
4 


sel applied these principles to the relationship between capital and income. 
‘n Quantitative Thinking in Economics (Oxford, Clarendon Press, 1935), p. 24. 
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constant which the ratio of the debt to income approaches equals the to 
simple expression 
(1) 

r 


Similarly, the average tax rate approaches the limit expressed by 
(2) 
a 

To obtain some idea of the magnitudes of these two expressions, 
numerical values must be given to r. We shall experiment with 
r==2 per cent and r= 3 per cent.” 

The ratio of the debt to national income will approach 3 when r= 
per cent, and 2 when r= 3 per cent. The tax rate will approach 5 
per cent and 3.9 per cent with r = 2 and 3 per cent respectively. These 
figures and the examination of expressions (1) and (2) again show 
that the greater is the rate of growth of income, the lower will be the 


PER CENT 


8 


6 | AT 2 PER CENT 


l AT 3 PERCENT | 


oO 


Oo 50 100 150 200 250 
YEARS 

Fic. 1.—The Behavior of the Tax Rate When National Income Increases at 4 

Constant Percentage Rate. 


“A brief discussion of what r was in the past and may be expected to be in the future 
is presented in Section IV, pp. 817-20 and in Appendix B. 
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ven though a more rapidly rising income results in a larger 

magnitude of the debt. 

t income of the non-bondholders after taxes will also grow at 

proaching 7 per cent. 

s see that, in spite of continuous government borrowing, 
e does not rise indefinitely but approaches a fairly reasonable 
n if private (net) investment disappears altogether, and the 
nt has to borrow all the 12 per cent of income that the com- 
ires to save, the tax rate will approach only 10.7 per cent 
r cent with r equal to 2 per cent and 3 per cent respectively. 
[HE BEHAVIOR OF THE TAX RATE WHEN NATIONAL INCOME INCREASES AT A 

CONSTANT PERCENTAGE RATE (IN PERCENTAGES) 


$300 billion a=6 per cent 
$130 billion i=2 per cent 


r=2 per cent 3 per cent 


41 
44 


4 
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[II and Figure 1 show the behavior of the tax rate over time 
and 3 per cent. It is interesting to note that when r = 2 
e tax rate approaches its asymptote from below up; while 
per cent, the corresponding asymptote is reached by a down- 
nent.** This latter situation takes place because the ratio 
the movement will be up or down depending on whether the original mag- 


a 
bt is smaller or larger than Y - —. 
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of the debt to income 300/130 = 2.3 assumed here to exist at the 
beginning of the experiment is larger than the final ratio which equals 
2; some doubt is, therefore, thrown on the soundness of the assump- 
tion that a will equal only 6 per cent. Evidently, greater percentages 
of national income were borrowed in the past, especially in periods 
of war.** It is of course hoped that the future will be free of wars. 
Still, it may be interesting to inquire what will happen to the variables 
if wars or other similar emergencies occur. This brings us to Case 4. 


Case 4. The War Model 


The amount of guesswork involved in the preceding three cases 
will appear negligible compared with the degree of imagination re- 
quired from here on. Probably the best thing to do is to present a 
very dark picture and then find relief in the thought that the future 
will not be as bad as that. 

Accordingly, let us assume that the future will consist of alternating 
periods of 25 years of peace (p) and 5 years of war (w); let the per- 
centages of income borrowed be 6 (a) in peacetime, and 50 (f) during 
the war; and finally let the national income continue to grow at 2 (r) 
per cent per year.*° 

It can be easily shown by means of a table or a semi-logarithmic 
chart that the debt will grow very fast during wartime and more slowly 
in peacetime, but that its average rate of growth will still approach 
r. Therefore the average tax rate will again approach a constant.” 


300 
* Strictly speaking this means that the ratio of the debt to income — is inconsistent 


13 


a 6 per cent 300 
with the assumed magnitude of — = = 2. If we retain the —— ratio, we should 

r 3 per cent 130 
change a, r or both. As will be shown in Section IV and Appendix B, 3 per cent is a 
reasonable estimate of the rate of growth of the (real) national income in the past. There- 
fore the magnitude of a@ should be raised. 

* This statement represents a drastic simplification of the problem. In particular, objec- 
tions can be raised against our assumption of a constant price level, which is unlikely to 
prevail during these alternating periods of war and peace. During the wars, money income 
will probably rise much faster than at the rate of 2 per cent per year. But we can treat 
the 2 per cent rate as representing a long-run trend, to which the parameters apply. A 
comparison of methods of financing the last and the present wars (both in this country 
and in Great Britain) would indicate a movement toward a smaller reliance on borrowing; 
hence, the 50 per cent of income assumed to be borrowed during future wars is probably 
too high. If, however, this percentage is applied to the trend rather than to the actual 
money income, it will appear more reasonable. 

The reader may also wonder whether an economy engaged in such frequent wars can 
expect to have a steadily rising income. This remains an interesting question. 

“This statement will become clearer if we assume that the government borrows 
(i.e., 50) per cent of the national income every year. Then the tax rate, as given by (2) 


i 
p. 810, will approach which is a constant. Since the actual percentage of income 
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Actually the behavior of the tax rate is more complex. As shown in 
Table IV and Figure 2, it fluctuates between two curves, reaching a 
maximum at the end of each war period and then going down to its 


PER CENT 


50 100 150 200 
YEARS 


Fic. 2.—The Behavior of the Tax Rate in the War Model. 


minimum at the end of each peace period. With the parameters used, 
the limits of these maxima and minima are: 


Maximum 13.25 per cent 
Minimum 10.42 per cent” 


The ratio of the debt to national income will fluctuate in a similar 
manner, its maximum and minimum values approaching 7.64 and 5.82. 

Since the tax rate and the ratio of the debt to income continue to 
fluctuate between their maximum and minimum values, it may be 
interesting to inquire what limits their average magnitudes approach.” 
The latter are given by the expressions: 


i 
r 
—-+ i 
nulas for these expressions are too complex to be reproduced here. See Mathe- 
ndix, p. 825. 
simple arithmetic averages of actual tax rates (and ratios of debt to income) 
e whole period of time. 
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(3) Average ratio of debt to income = — = 6.67; 
r 


(4) Average tax rate = 11.76 per cent; 


r 


where 


ap + Bw 06 XK 25+ 50% 5 
(5) o——— => 2545 = 13.33 per cent, 


t.e., 0 is the weighted average of percentages of income borrowed. 


TABLE IV.—TuHE BEHAVIOR OF THE TAX RATE IN THE WAR MODEL 


Original debt = $300 billion 
Original income = $130 billion 


. Tax rate 
Years Per Cent 


0 
1 peace time 
2 peace time 
3 peace time 
4 peace time 
5 peace time 
25 end of peace 
30 end of war 
55 end of peace 
60 end of war 
85 end of peace 
90 end of war 
115 end of peace 
120 end of war 
145 end of peace 
150 end of war 
175 end of peace 
180 end of war 
205 end of peace 
210 end of war 
235 end of peace 
240 end of war 
265 end of peace 
270 end of war 
295 end of peace 
300 end of war 


— 


~ 


At the limit 
end of war 
end of peace 
average 


It is evident that the expressions (3) and (4) are identical to (1!) 
and (2) (see page 810), respectively, except that a is replaced by . 


“For a minor qualification of this formula see Mathematical Appendix, p. 825. 
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This fact makes the results obtained in Case 3 much more general. /¢ 
nver necessary that a constant percentage of income be borrowed 
r. Variable percentages can be borrowed, and the a of Case 


then be treated as their weighted average. 


er the average tax rate of 11.8 per cent can still be regarded 
onable” is a matter of opinion. Those who expect it to ruin the 

y should remember that more than half of it is due to govern- 
borrowing to finance the wars; as shown in Case 3, peacetime 
it financing resulted in a tax rate of only 5.8 per cent. But it is 
ious fact that those who have been most vociferous against gov- 
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Fic. 3.—A Comparison of Tax Rates in Models 1-4. 
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borrowing to achieve a high level of income and employment 

e have also opposed higher taxes during the present war! 

re 2 has important implications for post-war fiscal policy. To 

e tax rate reaches its maximum at the end of the war, and then 
leclines during the peace period, in spite of the fact that the 

t does not stop borrowing and the debt itself continues to 

v, some economic and political circles are burning with a 
reduce the debt burden after the war. They recognize no 

r method of achieving their goal but by reducing the absolute size 


iowever, that the percentage of income borrowed does fall after the end 
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of the debt; that the government must stop borrowing is of course taken 
for granted. They should beware, however, lest the policies they ad- 
vocate exert such a depressing effect on the national income as to result 
in an actually heavier debt burden, even though they succeed in paying 
off a part of the debt. 

Finally, it may be worth while to compare the several tax rates 
obtained from the four cases discussed. In Case 2 it is assumed that 
income rises at 5 billion dollars per year; in Cases 3 and 4, at 2 per 
cent. Such a comparison is presented in Figure 3. It reveals the in- 
teresting fact that a constant percentage rate of growth of income is 
such a powerful force that we could engage in a 5-year war every thirty 
years and eventually come out with a lower tax rate than would be 
the case in continuous peace, but with the national income rising at a 
constant absolute rate! 


IV 


In Cases 3 and 4 of the preceding section, we have established that 
when national income grows at r per cent per year, the result at 
the limit is 


(6) Ratio of debt to income = —, 


and 
(7) Tax rate == ————_-» 
r 
a 


where a can be interpreted either as a constant percentage of national 
income borrowed, or as a weighted average of variable percentages 
actually borrowed. As expression (7) for the tax rate looks rather 
complicated, it will be convenient—for purposes of exposition—to use 
an approximation to it, according to which 


(8) Tax rate = — 1. 
r 


The reader is reminded that a constant price level is assumed as be- 
fore, so that movements of money income and real income are identical. 
Expression (8) clearly shows that the burden of the debt is directly 
proportional to a and i and inversely to r. If the burden is to be light 
(with given a and i), there must be a rapidly rising income. THe prob- 


* This expression is derived from (7) by omitting i from the denominator, since +} 


apt to be quite small relative to —. By this simplification, we are in fact assuming th@ 
a 


interest on the debt is exempt from taxation. But numerically speaking, the mistake th » 
made is quite small and will be more than compensated for by convenience in exposition 
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lem of the debt burden is a problem of an expanding national income. 

How can a rapidly rising income be achieved? 

If this question were asked in the pre-Keynesian era, the answer 

would be given in terms of manhours worked, productivity, and other 
real factors. Since the appearance of the General Theory, analysis has 
run in terms of investment expenditures, the multiplier, and other mone- 
tary considerations. Actually, there is no conflict in these two ap- 
proaches: they simply state two sides of the same problem. 
- The real productive powers of economy establish the ceiling beyond 
which real national income, at any given time, cannot go, but whether 
or not it will reach this ceiling depends on the volume of expenditures 
actually made. If a rising income is desired, there must be both rising 
expenditures and rising productive capacity. 

As explained in Section II, national income will grow at a constant 
percentage rate if and only if investment expenditures grow at the 
same rate (provided, of course, that the propensity to save remains 
constant). Since a stated fraction of these expenditures is made by 
the government out of borrowed funds, it follows that deficits must also 
grow at the same percentage rate. In absolute terms, the deficits must 
grow at an accelerated rate. It is horrifying to many to watch the 
public debt grow at an accelerated rate;** such a growth, however, is 
the only one which (with constant a and 7) will mot result in a rising 
burden of the debt. 

From now on the heroic assumption is made that the stream of mone- 
tary expenditures will always be sufficient to maintain the national 
ncome at the maximum level established by the productive forces of 
he country. The growth of income will then be determined by the 
growth of these productive forces. Their behavior in the past and their 
expected rate of growth in the future represent an important and in- 
teresting subject which can be but briefly touched upon here. As a 
matter of fact, available past estimates refer to actually realized real 
income, and it can hardly be asserted that productive resources were 
always fully utilized even before the collapse of 1929. 

Appendix B presents rates of growth of real national income for 
several countries, but the data are so fragmentary that not much 
reliance can be placed on them. For the United States, there are, 
fortunately, Professor Kuznets’s estimates going back to 1879, which 
are presented in Table V. Over the whole period 1879-1928, total and 
per capita income grew at 3.3 and 1.5 per cent per year, respectively.” 


T 


] 
i 
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Government spending tends to be like a drug, in that it takes larger and larger doses 

et results, and all the time debt and taxes get higher and higher.” National City Bank, 
Conditions (Jan., 1944), p. 11. 

1 regard to money income over the period 1879-1928, Professor Kuznets’s estimates 

place the rates of growth of total and per capita income at 5.0 and 3.2 per cent, respec- 

tively. A comparison of these rates with the 3.3 and 1.5 per cent at which total and per 
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It is hard to form a definite opinion about their secular trend, because 
up to 1919 the estimates are presented only by (overlapping) decades. 
and the comparison between 1919 and 1929 is not very meaningfy] 
in view of the difficulty of measuring real output in a year like 1919. 
The general impression one gets from these figures is that there may 
have been some slackening of the rate of growth of total income, and 


TaBLE V.—PERCENTAGE RaTEs OF GROWTH OF REAL NATIONAL INCOME IN THE 
UNITED StaTEs, 1879-1929 PRICEs)* 


Period Total 


Annual averages by decades» 
1884-1894 
1894-1909 
1909-1914 


1884-1914 


1914-1919 
1919-1924 


1914-1924 

1884-1924 
Annual estimates 

1919-1923 


1923-1929 
1919-1929 7 


Source: Simon Kuznets, an unpublished revision of Table 2 in Uses of National Income in 
Peace and War, Occasional Paper 6, March 1942 (New York, Nat. Bur. of Econ. 
Research, 1942), p. 31; and National Income and Its Composition, 1919-1938 (New 
York, Nat. Bur. of Econ. Research, 1941), Vol. I, p. 147. 

* All rates were computed exponentially by comparing the corresponding magnitudes at 
the beginning and end of each period. 

> Each year represents the mid-point of a decade. For instance, 1884 indicates the averag 
magnitude for the decade 1879-1888; 1924, the period 1919-1928; and so on. 


possibly also of the per capita income, though the performance of both 
rates in the twenties appears to have been extremely encouraging. Not 
much can be said about the period after 1929, because real output 
during the thirties had certainly little to do with productive powers. 
Also, there has been so much controversy about the measurement of 
real income during the present war years that it is better to postpone 
judgment. Estimates obtained from the U. S. Commerce Department 
show that, in the thirteen years 1929-42, total and per capita real 
income increased at an average rate of 3.4 and 2.6 per cent, r‘ 


_— real income was growing indicates that the price level rose at an average rate 
7 per cent. 
" Since the burden of the debt depends on the rate of growth of money income, a sec! ilar 
rise in prices will lighten the burden. In this paper it was agreed, however, to maintain 4 
constant price level. 


| Per Capita 
a 
0.7 e 
4.2 2.4 
| 3.1 1.5 I 
| 3.6 1.7 
2.9 1.5 ] 
2.4 0.9 ; 
| 3.3 1.5 
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tively. Finally, there are estimates by the National Industrial Con- 
ference Board going back to 1799; these are also given in Appendix B. 
The rate at which real output can be expected to grow in the future 
is a question about which a present-day economist has amazingly little 
to say. The problem of making full use of available productive capacity 
except for the last few years when the war offered a solution) has 
been so challenging that not much attention has been devoted to the 
blem of long-run expansion. Indeed, one hesitates to talk about 
the expansion of productive powers when unemployment still looms 
he most pressing post-war problem. 
In general it appears very unlikely that national income, or any 
nic series for that matter, can grow indefinitely at some constant 
percentage rate.*® The rate of growth achieved in the United States in 
the period 1879-1928 was due to technological improvements, growth 
‘the labor force, and the discovery of new resources. Whether much 
reliance can be placed on resources still to be discovered is hard to say. 
It is true, however, that improved technological methods find new ap- 
plications for known resources and thus may have the same effect as 
an actual discovery of new ones. The rate of growth of the population 
s been slackening ever since about 1850, and the various estimates 
f future population growth predict a practically stationary if not 
leclining population by 1980. Under these conditions, a 3 per cent 
rate of growth of real income may be too much to hope for, but a 2 
per cent rate for the next 50 or even 100 years can probably be well 
ended. 
have to recognize that the main, and later on the only, propelling 
in the economy will be technological improvements which should 
t in an ever-rising productivity per manhour. Only technological 
improvements can offset the diminishing productivity of investment 
h would be caused by the insufficient growth of the labor force 
| natural resources. Whether new inventions will be forthcoming 
in sufficient numbers and whether they will be applied fast enough 
is hard to tell; one often gets the impression that the scientific age is 
just beginning, and that once monetary problems are solved, tech- 
nological advance will proceed at a tremendous rate. On the other 
hand, one also cannot escape the impression that certain institutional 
developments, particularly the growth of huge corporations and monop- 
olies, are not conducive to rapid technological change, and that the 
mere assurance of an adequate effective demand will not solve the 
whole problem. A thorough reform of the whole process of industrial 
research and particularly of the application of inventions may be 
needed as well. 


instance, one cent invested at 2 per cent 1944 years ago would amount now to 
thing like 768,000 billion dollars. 
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It thus follows that, if it is desired to have national income grow at a 
given rate, two conditions must be satisfied: 

1. The total volume of monetary expenditures, public and private. 
must grow at the same rate; 

2. Of the total volume of these expenditures, a sufficient amount 
should be directed toward increasing the efficiency of production, so 
as to allow the required volume of monetary expenditures to take place 
without a rise in prices. 

Since government is absorbing a part of savings, it is of course de- 
sirable that its expenditures be productive. This productivity has 
nothing to do, however, with such questions as whether or not the assets 
constructed make a direct contribution to the federal treasury or are 
self-liquidating. As a matter of fact, the term “investment expendi- 
tures” may be misleading, because it is too closely associated with steel 
and concrete.*® If healthier people are more productive, expenditures 
on public health satisfy these requirements. The same holds true for ex- 
penditures on education, research, flood control, resource develop- 
ment and so on. Finally, if institutional forces prevent the government 
from spending money on anything but leaf-raking, it should still ab- 
sorb the savings unused by private enterprise and spend them on leaf- 
raking, relying on private investment to raise the efficiency of pro- 
duction, rather than do nothing at all and thus create a shortage of 
monetary expenditures and unemployment.“ Of course, national in- 
come would be able to advance at a higher rate if governmental ex- 
penditures were productive in our sense. In 1940 total private and 
public expenditures on industrial and scientific research in the United 
States were less than 500 million dollars. What would be the result if 
this amount were doubled, tripled or multiplied ten times? Indeed, 
large-scale governmental participation in industrial and scientific re- 
search could become one of the major propelling forces in the econ- 
omy.* 


“ A substantial part of efficiency-raising expenditures is usually treated as current costs, 
and does not appear under the heading of capital formation or investment. 


“Tt is an interesting question whether private investment would be able to take place 
at all in an economy characterized by a chronic shortage of monetary expenditures. 


“ Expenditures on industrial research made by private business in 1940 amounted to 
about 300 million dollars. To this should be added some 50 millions spent by universities; 
the latter figure includes their expenditures on research in social sciences as well. The 
figures for federal expenditures on scientific and industrial research in 1940 are not available; 
in 1938, they amounted to some 52 millions, the largest share going to the Department 0! 
Agriculture. See U. S. National Resources Committee, Research—A National Resource, 
Vol. I—Relation of the Federal Government to Research (Washington, 1938), U S. 
National Resources Planning Board, Research—A National Resource, Vol. 11—Industrial 
Research (Washington, 1941). 

Since the beginning of the war, federal expenditures on research, particularly in the 
fields connected with the war effort, have shown a marked increase. A bill recently intro- 
duced by Senator Kilgore would authorize an annual appropriation of 250 millions on 
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It is possible, or even likely, that, in spite of all these efforts, national 
income will grow at a decreasing percentage rate. Several possibilities 
should now be examined: 

(a) The fall in the rate of growth is accompanied, or rather caused, 
by a declining propensity to save. The public prefers to consume a 
creater share of its income today; therefore, a smaller percentage 
is invested, and income cannot grow as fast as it otherwise would. If the 
decline in the propensity to save and therefore in a is proportional to 


that in r, the burden of the debt — i remains unchanged. If, how- 
r 


ever, r suffers a greater proportional decline than a, we have the next 
case (b). 

(b) r declines while the propensity to save and a remain constant, or 
at least do not decline as fast (proportionally) as r. The result is a 
genuine diminishing productivity of investment: further investments 
of the same percentage of national income result in smaller and smaller 
percentage increases in income. Under these conditions, whether the 
investment be made by private enterprise or by the government, it is 
impossible to pay a constant percentage return on the investment 
without increasing indefinitely the relative share of the national income 
going to property owners. If such a course is regarded as impossible 
or undesirable, the rate of return on the amounts invested must go 
down as well. This would mean in the case under discussion here that 
the interest rate on bonds must be continuously reduced.* 

All of this discussion, with the exception of the case (a) just con- 
sidered, was based on the assumption that over a period of time a 
remained constant. It will be worth while to examine the not improb- 
able case when a increases, 7.e., when the government borrows an 
increasing percentage of the national income. There are again several 
possibilities: 

(c) a remains a constant fraction of the propensity to save, but the 
propensity to save itself rises. In other words, a larger percentage of 
national income is invested. If so, the rate of growth may also increase 


a 
and thus leave the burden of the debt, —7, unchanged. If, on the 
r 


other hand, r does not rise—or at least does not rise as fast (propor- 
tionally) as a—the result is diminishing productivity of investment 
already discussed under (b). 

(d) The propensity to save remains constant, but a increases. In 
other words, a larger fraction of total savings is absorbed by the gov- 


subsidies to various research organizations and on direct research by the federal govern- 
ment. The amount is rather small, but may prove to be a good beginning. 
“It is very amusing that those who appear most worried about the burden of the debt 


| re usually least willing to advocate a lower interest rate on the debt! 
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ernment and a smaller one by private business. As the propensity tp 
save remains constant, there is no reason to expect an increase jp r. 


a 
Therefore, the ratio — i and, hence, the burden of the debt will increase. 
r 


On the face of it, such a development appears quite unfavorable 
since it was agreed to regard the debt burden as an evil which should 
be minimized. It is presumably an evil because a part of the national 
income has to be taken from the public and given to the bondholders. 
But if interest charges on the public debt are treated in this manner 
a question arises why other forms of property income should be treated 
differently. After all, in peacetime society has a choice (at least in 
theory) of having its investment undertaken by the government or 
by private business. In the first case, a fixed return is given to the 
bondholders, and presumably neither the interest nor the principal is 
subject to default. In the second case, society promises the investors 
nothing, but allows them, subject to certain rules, to get whatever they 
can. Which method will result in a more rapidly rising national in- 
come is a question on which many opinions have been expressed but 
few, if any, studies ever undertaken. Nor has any serious attempt been 
made (at least to my knowledge) to analyze the possible changes in 
the magnitude of property income produced by a replacement of pri- 
vate investment by government investment. Too often has it been im- 
plicitly assumed that interest on government bonds is necessarily a 
net addition to other property income, rather than a substitution for 
other forms of property income; or, in other words, that investment 
by government, rather than by private business, must increase the 
magnitude of income going to property owners. Since this may or may 
not be true, there is no ground as yet for asserting that government 
investment raises the “burden” of the total, public and private, debt, 
that it increases the concentration of wealth and income, that it accel- 
erates the growth of the rentier class, or that it raises the community's 
propensity to save—thus creating new difficulties all of which would 
be absent if the investment were done solely by private business. 

There is also the question whether the transfer of income to property 
owners by means of taxation is more or less “painful” to the public 
or disturbing to the economy than a transfer of an equal amount by 
means of higher prices or lower wages. 

The whole problem needs further study. 


It is hoped that this paper has shown that the problem of the debt 
burden is essentially a problem of achieving a growing national income. 
A rising income is of course desired on general grounds, but in addi- 
tion to its many other advantages it also solves the most important 
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aspects of the problem of the debt. The faster income grows, the 


lio ‘er will be the burden of the debt. 


In order to have a growing income there must be, first of all, a rising 

» of monetary expenditures. Secondly, there must be an actual 

yth in productive powers in order to allow the increasing stream 
of expenditures to take place without a rise in prices. 

When post-war fiscal policy is discussed, the public debt and its 
burden loom in the eyes of many economists and laymen as the greatest 
bstacle to all good things on earth. The remedy suggested is always 
ihe reduction of the absolute size of the debt or at least the prevention 
of its further growth. If all the people and organizations who work and 
study, write articles and make speeches, worry and spend sleepless 
nights—all because of fear of the debt—could forget about it for a 
while and spend even half their efforts trying to find ways of achieving 
, growing national income, their contribution to the benefit and wel- 


fare of humanity—and to the solution of the debt problem—would 
be immeasurable. 


MATHEMATICAL APPENDIX 
Y=national income; D=public debt; U= Di=interest charges on the 


U U 
debt; T=Y+U=taxable income; > rate; Y’= r( 1 “> ) = net 


of the non-bondholders after the payment of taxes; a=national 
t the beginning of the “experiment”; a= percentage of national in- 
come borrowed by the government; i=interest rate paid on the debt; 
te annual rate of growth of national income (in Case 2); r=per- 
nnual rate of growth of national income (in Cases 3 and 4); ¢=time 


Y = @; 
D= Dy + aat; 
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Lim — = @; 
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U 
(3) Lim — = 1 = 100 per cent; 
, U 
(4) Lim Y’ = y(1- tim =) - 
t+ T 
Case 2. 
Y=a-+ dt; 


b 
D+ at(a+ 


b 
Do + 


D 
(5) 
Y a+ bi 
D 
(6) Lim — = »@; 
+o 
U 
(7) Lim — = 1 = 100 per cent; 
T 
U 
y’ = r(1 - = 
T 
2b 
at 


dD, De 
It can be readily shown from (5) that 7, <— if b:>0e, other parameters 
1 2 
U 
remaining the same. This also holds true for T . 


Case 3. 
Y = ae" 
aa 
D= Ds + aa f edt = Do + — (e* — 1); 
0 r 
D Do a 
Y ae" r 
D a 
(10) Lim — = — ; 


D= f (a + bi) dt 
0 
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» 4. The “War Model” 
ditional Symbols: 
length of the “peace” period; a=percentage of national income bor- 


| during the “peace” period; w=length of the “war” period; @=per- 


ap+ Bw 
tage of national income borrowed during the “war” period; e=————— 


the average percentage of national income borrowed. 
Only the final results are given here; the derivations are available.“ 


Maximum Lim — = : 
VY r 
. at+kK 
Minimum Lim — = ——— ; 
t+ © VY rT 
(8 — a)(ew — 1 
where K= ; 
e(ptw)r —]1 
D 
Average Lim — =—; 
VY Tr 
U a+ 
Maximum Lim — = 
T r+ (a+ Ke'?)i 
U (a+ K)i 
Minimum Lim — = ee 
r+(a+ K)i 
1 
Average Lim — = 
T r 


ressions (15) and (18) a simple arithmetic average is used. 

expression (18) is actually an approximation of the true value of 

It can be shown that the difference between them is 


be very small and that (18) always overstates the true magnitude 
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APPENDIX B 
BY MARY PAINTER 


Table VI is presented here merely as an illustration: the data are not suff. 
ciently comparable and are too fragmentary to warrant a more serious use. 
Definitions and accuracy of measurement vary from country to country. In 
addition, some figures were deflated by a cost-of-living index, while an index of 
wholesale prices had to be used for others. The relatively low rates of growth 


TABLE VI.—PERCENTAGE KATES OF GROWTH OF REAL INCOME, TOTAL AND PER Caprra, 
IN VARIOUS COUNTRIES* 


Percentag 
| Rate of Increase | Rate of Increase at oe 
Country | Period of Total | of Per Capita alae 
Real Income Real Income (Current Pri « 
Australia 1901-03-1928-29 | 3.0 1.1 
1921—22-1928-29 4.6 3.6 
1901-03-1937-38 2.6 1.0 
1921-—22-1937-38 2.8 1.9 8.8! 
Canada 1919 -1929 3.6 
1919 -1940 2.5 1.0 
Germany 1891 -1913 1.8 0.5 18.0 
Great Britain 1880 -1891-95 3.4 2.6 
1891-95-1913 0.6 11.1 
Hungary 1925-26-1936-37 | 1.9 1.2 4.8 
Japan 1919 ~-1936 | 3.9 2.3 
New Zealand | 1926 -1940 3.0 | 2.0 
Sweden 1913 -1930 2.3 1.8 11.2 
1922 -1930 2.9 2.6 10.5 
United States 
N.1L.C.B.* 1799 -1859 3.6 0.6 
1879 -1929 3.2 1.4 
1799 -1929 3.3 0.8 
Kuznets 1884 -1924 3:3 1.8 13.3 
| 1919 -1929 4.2 | 2.7 10.8 
| 
U.S. Dept of | 
Commerce 1929: -1942 3.4 2.6 6.3 


* All rates were computed exponentially by comparing the corresponding magnit 
the beginning and at the end of each period. 
b Average for years 1928-29 through 1937-38. 
* National Industrial Conference Board. 
4 See Table V, p. 818. 
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| for Germany may be due to the fact that a wholesale price index 
as a deflator.** 
Sources of the figures for each country and the deflator used to get real 
given below. 
Income, deflated by an index of prices of consumption and in- 
roods: Colin Clark and J. G. Crawford, The National Income of 
‘ystralia (Sydney and London, 1938), p. 65. Investment: Clark, The Condi- 
Economic Progress (London, 1940), p. 406. 
Conada—Income, deflated by index of cost-of-living: Monthly Review of 
Statistics, April, 1943. Population: Canadian Yearbooks, 1940 and 


Germany—Income figures, deflated by wholesale price index: Das Deutsche 
men vor und nach dem Kriege, bearbeitet im Statischen Reich- 
1, p. 68. Savings, as a percentage of income: Leon Goldenberg, 

1 Savings in France 1871-1914 (unpublished), p. 139. 
ritain—Income, deflated by cost-of-living index: A. L. Bowley, 
I / Income Since 1860 (Cambridge, 1937), p. 94. Savings as percent- 
ag me: Leon Goldenberg, Jncome and Savings in France 1871-1914 


hed), p. 145. 
All figures: Matthias Matolcsy and Stephen Varga, The National 
Income of Hungary (London, 1938), pp. 68 ff. The deflator used was a com- 
prel price index. 
Japan—Income, in current prices: Mitsubishi Economic Research Bureau 
Monthly Circular, April, 1937, p. 12. Deflated by index of wholesale prices: the 
| Reserve Bulletin, Population: Japan Yearbook, 1937. 


land—Income, in fiscal years: New Zealand Official Yearbook, 

and 1943, interpolated to calendar years and deflated by index of 

from same source. Population: Official Yearbook. 

\ll figures: E. Lindahl, E. Dahlgren, and K. Koch, National 
In sweden 1861-1930 (London, 1937). The deflator was a cost-of- 


fates—N.I.C.B. figures: Income, deflated by an index of the gen- 
level: Robert F. Martin, National Income in the United States, 
National Industrial Conference Board, Inc. (New York, 1939), 


figures: Income deflated by a comprehensive price index. See 
U.S. Department of Commerce figures: Income, deflated by comprehensive 
National Income Unit of the Bureau of Foreign and Domestic 


1 1891-1913 was one of rising prices, and wholesale prices were rising faster 
)f living. For instance, during this period the wholesale price index in England 
er cent, while the rise in the cost-of-living index was only 17 per cent. 
ely that if the national income in Germany were deflated by a cost-of-living 
| show a higher rate of growth than given in the table. Such an index, 
not available. 


| 
rowth 
ITA 


INCOME, MONEY AND PRICES IN WARTIME 


By Jacos L. Mosak and WALTER S. SALANT* 


In his article in the June issue of this Review,’ Mr. Clark Warburton 
proposes to substitute a cash balance approach for an income flow 
approach to the problem of the inflationary gap in wartime. In criticism 
of the income approach Mr. Warburton expresses the opinion (1) that 
consumer expenditure and therefore the level of prices consumers 
pay~ cannot logically be forecast on the basis of the past relation between 
consumer expenditure and total individual income, because total indi- 
vidual income is dependent on price, which is the thing to be forecast, 
and (2) that even if the relation were independent of price, it could 
not be used to forecast prices during wartime or periods of rapid growth 
in individual income because the relation is unstable at such times. 
In support of his cash balance approach he states that it is possible 
to forecast consumer expenditure and prices from their relation to 
cash balances, this relation being such as to remain stable in wartime 
as well as peacetime. On the basis of his analysis he finds that consumer 
expenditure and the rise in prices in each of the years 1941, 1942 and 
1943 were about what would have been expected in the absence of 
price control, rationing, and bond drives, and from this he concludes 
that these controls have had little influence on the aggregate amount 
of consumer expenditure or on the general level of prices of consumer 
goods and services. 

Although Mr. Warburton’s argument is ingenious and some of his 


* Mr. Mosak is Chief of the Economic Analysis and Forecasting Branch in the Research 
Division of the Office of Price Administration. Mr. Salant is in the Office of the Economic 
Advisor to the Price Administrator. The views expressed in this article are those of the 
authors and do not necessarily represent the official views of the O.P.A. 

‘ “Monetary Expansion and the Inflationary Gap,” Am. Econ. Rev., Vol. XXXIV, No. 2 
(June 1944), pp. 303-27. 

? Throughout the following discussion we assume, as did Mr. Warburton, that in war- 
time the quantity of goods and services available for consumers to purchase each year is 
given independently of consumer income, cash balances, or consumer expenditure and, since 
these supplies, when measured in current prices, are necessarily equal to consumer expen li 
ture, the determination of consumer expenditure also involves the determination of prices 
consumers pay. This assumption is not strictly correct, primarily because the supp'y % 
goods sold to consumers differs from current output by the amount of changes in inven- 
tories of these goods and such changes are affected by the level of consumer expenditure 
The error involved in making this assumption is small, however, and does not alfect te 
broad issues under discussion. 
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statistics are striking, his chain of reasoning is defective. Since the 
conclusions are important for both economic policy and theory, we 
believe it desirable to examine his argument in some detail. The 
complete chain of reasoning is difficult to put together from the ex- 
position in the text, but, after examining Mr. Warburton’s tables care- 
fully, we believe that we have interpreted it correctly in what follows. 

Before examining Mr. Warburton’s arguments it is desirable to re- 
state the nature of the assumptions underlying those estimates of the 
inflationary gap that are based on the relation of consumer expenditure 
to disposable income. 

Such estimates are based on the supposition that when prices, sup- 
plies and expenditures are free of direct government control the money 
expenditure of consumers is related in a stable manner to their disposable 
money income; that this disposable income is related in a predictable 
way to the income of individuals before taxes when the personal tax 
structure is known; that the income of individuals before taxes is re- 
lated in a predictable way to the gross national product when the 
business tax structure is known; and that the components of the na- 
tional product other than consumer expenditure—namely, government 
expenditure and private capital formation—are either known inde- 
pendently or are related to national product. Such a set of assumptions 
provides a determinate system which yields a solution for consumer 
expenditure. In wartime, when supplies of consumer goods can be fore- 
cast independently, it also yields a solution for what the price level 
of consumers’ goods and services will be if these relations are not 
disturbed. 

The gap is an estimate of the extent to which the consumer ex- 
penditure which would prevail in the absence of price and other direct 
controls exceeds the available consumer supplies valued at stable 
prices. The ratio of this gap to these consumer supplies indicates the 
extent to which prices would rise if effective direct controls did not 
exist,° 

Now we are in a position to examine Mr. Warburton’s comments. 


Expenditure-Income Relation and Consumer Prices 


Are estimates of the gap which are based on the relation of money 
expenditure to money income indeterminate because money income is 
itself dependent on prices, as Mr. Warburton claims? No. Money 
income need not be independent of prices, even when the gap estimates 
are designed to yield a forecast of actual price movements.* The gap can 
. imber of other concepts of the inflationary gap are based on this system of relation- 
ships, but these are not discussed in the present paper. 

‘As we point out below, this is not the purpose of estimating the gap under price control. 
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be estimated from the expenditure-income relation, in combination 
with the other relevant relations, without knowing consumer price; 
in advance. It is perfectly true ‘iat money income and consequently 
money expenditure are affected by what happens to these prices, § 
long, however, as the relationships remain stable for all consumer 
price levels, it follows that income, consumer expenditure and prices 
are determinate and the reasoning is not circular. For a simple model in 
which government money expenditure (Gm) and business capital ex- 
penditure (B) are taken as given and consumer expenditure in money 
terms (Cm) is related to gross national product in money terms (J’,), 
this is easily shown. 


If Cu b Yen 
and Yu Gm B a b Yun 


Gn+B+a 
~ 


th en Ya — 


All the terms of the right-hand side of this equation are known; income 
and consumer expenditure are therefore determined.” 

The same conclusion holds if government money expenditure is 
assumed to be a fixed ratio of total expenditure. The conclusion also 
holds if government expenditure in real terms is assumed to be given 
or to be a fixed portion of total real income, so long as prices paid by 
government are known or are related in a known way to prices paid 
by consumers. 

Thus the mere fact that income depends partly on prices does not 
make it impossible to predict income, consumer expenditure, or the 


price rise, so long as the relationships hold. 


Stability of Expenditure-Income Relation in Wartime 


Mr. Warburton also says that the gap cannot be used to forecast 
prices in wartime because the relationship of consumer expenditure to 
consumer income cannot be forecast during wartime. This criticism 


might mean either or both of two things: first, that the relation is upset 
by wartime controls and therefore cannot be used to predict the actual 


price rise when those controls are in operation or, second, that even 


* This is, of course, a greatly oversimplified model chosen only for purposes of illusty ning 
determinateness. In practice consumer expenditure should more properly be re 
disposable income rather than to gross national product, in order to take into 
effects of the corporate and personal tax structure and of corporate dividend policy. ‘ 
factors, some of which are indicated in the following paragraphs of the text, would 4 
have to be taken into account. 
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‘1 the absence of controls the relation would be upset by other wartime 
onditions, such as the rapid rise of income. 


ler the first interpretation, the statement is correct but it is 
valid criticism. It is the purpose of gap estimates to forecast not 
ice increase that will actually occur when price and other 
ntrols are in operation, but the price increase that would occur 
y were not in operation. In other words, the inflationary gap is 
nded to be an estimate of the extent to which consumer expenditure 
uld exceed available consumer supplies, valued at stable prices, under 
issumption that price and other direct controls influencing ex- 
tures are not in operation. The ratio of this gap to the supplies 
le to consumers at stable prices indicates the extent to which 
would rise if effective controls did not exist. It indicates the in- 
of the pressure upon prices and hence the need for anti-infla- 
y measures. Obviously, it is a complete misunderstanding to 
it as a forecast of the price rise that will actually occur. To do so 
| be to assume that the excessive demand will have its full effect 
prices; in other words, to assume that controls, either do not exist 
ineffective. Thus the gap provides no basis for estimating how 
rices will rise when effective controls do exist and it does not 
what consumer expenditure will be under such conditions.° 
le it is not clear whether Mr. Warburton intended this interpre- 
n in his criticism, it is clear that he intended the second interpreta- 
namely, that the relation of consumer expenditure to individual 
e would be upset in wartime even in the absence of price and 
| direct controls. According to this interpretation, the relation 
be used even to forecast the price rise that would occur in the 
of these controls because its distortion is attributable to other 
Mr. Warburton supports this view by three arguments. (1) 
the ratio of government borrowing to national product rises and 
nge in private investment is negligible, the ratio of total gross 
iving to income must also rise. Even after reasonable allowance 
ide for gross business saving, including depreciation and other 


allowances, Mr. Warburton states that individual saving must rise in 


ition to disposable income. He therefore maintains that the expendi- 
income relationship must be upset by the wartime increase in 
ment borrowings even in the absence of price controls. (2) Ina 
rapidly changing income, the expenditure-income relation 

t remain stable since consumers need time to bring expenditure 
parently not realized by certain newspaper columnists who think that the 

es to rise in proportion to the inflationary gap means that the economists who 


ept were wrong in believing that the country was faced with an inflationary 
made strong price and income controls imperative. 
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into adjustment with income. (3) There is an alternative system o} 
relationships which, according to Mr. Warburton, does remain stable 
and its stability implies instability in the expenditure-income relatigp. 
ship during the war period, even in the absence of controls. 

As to the first of these arguments, it is of course true that the ratip 
of total gross private saving to total product must rise when the ratiy 
of the government deficit to the national product increases and the 
change in private investment is small. Even if gross corporate saving 
does not rise sufficiently, however, and a rise in the ratio of individual 
saving to disposable income is necessary, this necessity does not imply 
that the previously existing consumer expenditure-income relation must 
be upset by wartime borrowings. That relation, in fact, is such as to 
require an increase in the ratio of saving to disposable income as dis- 
posable income rises with increases of the government deficit. Mr. 
Warburton has apparently been misled at this point by his failure to 
distinguish between relationships and ratios.’ The theory which he 
criticizes postulates a stable relation between consumer expenditure and 
disposable income, not a stable ratio. This relation is such that the ex- 
penditure-income ratio declines and the saving-income ratio rises as 
income rises. 

Nor does the possibility of a lag in the adjustment of consumer ex- 
penditure to rapidly changing consumer income, the second of the three 
arguments Mr. Warburton uses to support his hypothesis of wartime 
distortion, cast doubt on the stability of the expenditure-income rela- 
tionship. Such a lag can be taken into account. Instead of relating ex- 
penditure to the level of income alone, one can relate it to both the level 
of income and its change from the preceding year or years. Such multi- 
ple relations have, in fact, frequently been used in gap estimates to 
meet this very problem. In practice, however, the lag does not appear 
to be very important when annual data are used. 

Mr. Warburton’s third reason for doubting the stability of the ex- 
penditure-income relation, even when there are no controls, is based 

"Mr. Warburton commits the same error when he compares the stabilities of the 
expenditure-income ratio and the expenditure-cash balance ratio to determine which relation- 
ship is more stable in peacetime. A scatter diagram of the data indicates that the relationship 
of consumer expenditure to disposable income is excellent for the entire period 1919-1940. 
The relationship of consumer expenditure, including taxes, to consumer cash balances, ou 
the other hand, is rather poor. Consumer cash balances of between 41.4 and 42.9 billion 
dollars are associated with consumer expenditure, including taxes, of 62.3 billion in 1915 
of 66.1 billion in 1937, 69.0 billion in 1927, and 73.8 billion in 1929. 

The data for cash balances begin in 1927 whereas those for disposable income begin in 
1919. Since, up to 1940, the relation with cash balances thus appears to survive a test - 
14 observations less satisfactorily than the relation with disposable income survives 4 test 
of 22 observations, Mr. Warburton’s conclusion that the pre-war data do not indicate any 
superiority of either relationship over the other must be rejected. For the pre-war period 
the expenditure-income relationship is quite definitely superior. 
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upon the behavior of other relationships that he has observed and the 
deductions he draws from them. It is to these relationships and deduc- 
tions that we must now turn. 


Mr. Warburton’s System of Relations 


Mr. Warburton contends that the levels of consumer expenditure 
and prices depend on the methods of finance chosen by the authorities 
—specifically, on the amount of government borrowings from the banks 
—and are independent of direct controls such as price regulations, 
production restrictions, rationing and bond drives. His theory is essen- 
tially a variant of the familiar quantity theory of money applied not to 
a long-run equilibrium situation, but to a wartime situation subject to 
potentially violent inflationary movements. It is based on the assump- 
tions that: 

1. Consumer expenditure, including taxes, bears a constant propor- 
on to consumer cash balances (except for a minor trend factor), and 
iis relationship has been maintained during the war. 

2. Consumer cash balances are (except for a minor trend factor) a 
constant proportion of the total money supply held by the public, and 
this constancy has also been maintained during the war. 

3. The increase of the money supply is related in a predictable way 
to the increase in bank holdings of government securities.® 

4. The increase in bank holdings of government securities is de- 
termined by decisions of the Treasury and Federal Reserve authorities 
on the basis of the total amount that the government has to borrow. 

5. The amount of government borrowing is equal to government ex- 
penditure less receipts. Government expenditures are independently 
given for each year and receipts are related in a determinate way to the 
gross national product,’ given the tax structure. 

6. The gross national product is equal to government expenditure 
plus consumer expenditure, plus private capital formation, of which the 
last, under wartime controls, is determined by the government. 

7. All of these relationships are independent of the movement of 
prices of consumers’ goods and services. 

This is a determinate system and, if all these propositions are correct, 
consumer expenditure can be forecast from the amount of government 
expenditure or more immediately from the amount of its borrowing 
from the banks. If the available supply of consumers’ goods valued, 


+} 
+} 


"Tt is assumed that government borrowing from the banking system is the only signficant 
influence on the money supply in the hands of the public. 
_ Actually Mr. Warburton uses the concept of gross income flow, which differs slightly 
‘rom the gross national product as defined by the Department of Commerce. This difference 
may be neglected for present purposes. 
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say, in the preceding year’s prices, is also known then the rise of price 
between the two years can be forecast. 

Mr. Warburton claims that all these relationships are stable or cap 
be forecast independently of prices, that the relationships have beep 
maintained in wartime, that he can and does forecast the necessary 
variables, and, further, that the level of consumer expenditure and 
therefore the price increase that he forecasts are approximately those 
that actually occurred. This coincidence of forecast and actual results 
leads him to the conclusion “that rationing, price control and bond 
drives have had little influence on the aggregate amount of consumer 
expenditure or on the general level of prices of consumers’ goods and 
services.””*° 

Are these propositions correct? 

The answer is No, for at least three reasons: (1) The relationship of 
consumer expenditures to cash balances in pre-war years was too un- 
stable to provide a reliable basis for prediction in the war period. (2) 
Even if this relationship were stable, in both pre-war and war years, 
Mr. Warburton’s conclusion would be incorrect because the relation- 
ship of government borrowings from the banks to total government 
borrowings is affected by consumer expenditure and prices, notwith- 
standing his assumption that it is independent of them. (3) Even if 
both these relationships were stable, his conclusion would be incorrect 
because he assumes that the amounts of government expenditures, taxes 
and borrowings are independent of the level of consumer expenditures 
and prices, whereas in fact they are not. 

We shall consider each of these points in turn. 

1. Expenditure-cash balance relation. A scatter diagram of Mr. War- 
burton’s data for the period 1927-40 indicates that the relation of con- 
sumer expenditure, including taxes, to consumer cash balances is rather 
poor. A linear regression fit to the data by the method of least squares 
yields exceedingly high projections of consumption for the years 1941, 
1942 and 1943. Mr. Warburton has instead fitted a trend line to the 
ratio of consumer expenditures to cash balances, by drawing it through 
the observations for 1928 and 1940. This gives a fairly satisfactory fit 
for the period 1935-40 but an extremely poor fit for the period 1929-35, 
when the absolute deviation from the trend averages over 1112 per cent 
per year and is as large as 20 per cent in one year. Mr. Warburton ex- 
plains this by saying that the depression resulted in an abnormally 'ow 
ratio of consumer expenditure to cash balances. Yet he is quite col- 
vinced that a boom would not raise the ratio, for he regards the stability 

*® Warburton, Am. Econ. Rev., Vo!. XXXIV, p. 321. 


"The projections for these three years are 88, 104 and 133 billion dollars, respectively. 
They compare with actual data of 79, 90 and 110 billion. 
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CEMBR 
prices the ratio during the war as perfectly normal. Unfortunately, he does 
port his conviction by any evidence, and his own data for the 
or can yar period indicate that the ratio of consumer expenditures to cash 
e been lances decreases in depression and increases in prosperity. 
essary t just happens that the wartime reduction of consumer expenditure, 
re and luding taxes, for a given level of consumer cash balances was such as 
y those to keep the ratio fairly stable for these three years. Apparently this is 
results what deceived Mr. Warburton into thinking the peacetime relation has 
1 bond remained undisturbed during wartime, for he was assuming that the 
‘sumer peacetime relationship was one of constant proportion except for a 
ds and minor trend factor. That the relative stability of the ratio for 1941, 


ind 1943 is a coincidence will be shown quite clearly when data 
14 become available. It seems certain that the ratio must already 


ship of leclined significantly in the first half of 1944 because consumer 
00 Un expenditure, including taxes, has risen very slightly, whereas the ex- 
d. (2) tensive borrowing from the banking system must have increased con- 
years mer cash balances quite considerably. 

lation- The first proposition upon which Mr. Warburton bases his conclu- 
nment sion, therefore, does not hold. 

‘twith- 'vyoportion of government borrowings from the banks. Even if the 
ven if ip of consumer expenditure, including taxes, to cash balances 
eorect mained stable during the war, Mr. Warburton’s hypothesis would still 
taxes be without foundation because his model lacks a valid independent 
litures method for determining government borrowing from the banks. In the 


ice of such a method, nothing can be proved concerning the effects 
t controls. Controls can affect the amounts of government bor- 


War- owing from the banks as well as consumer expenditure in such a way 
f con- as to leave the ratio of consumer expenditure to cash balances un- 
rather hanged. If government controls hold consumer expenditure down, in- 
yuares dividual saving is increased, more bonds are sold outside the banks, less 
1941. are s o them, the expansion of cash balances is smaller, and the ratio 
tothe i nsumer expenditure, including taxes, to cash balances may remain 
rough nt. Mr. Warburton’s conclusion that total consumer expenditure 
yry fit was not affected by price and rationing controls because it coincides 
19-33, with the amount he forecasts on the basis of government borrowing 
© cent i m the banks requires that the amount of government borrowing from 


mn €X- the banks can be determined and determined independently of consumer 
ylow | xpenditure. 

 con- ‘tis not clear how he thinks government borrowing from the banks 

ined. In the text of his article he says the Treasury and Federal 

' ithorities determine it, but we are not told how they arrive 

at their decision. The footnotes to his Table V suggest, however, that 


‘ley determine the proportion of total borrowing that will come from 
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the banking system. Can this proportion be forecast independently of 
consumer expenditure? 

The only basis that he provides for such independent forecast in any 
given year is the assumption that the proportion will be the same as jn 
the preceding year. The facts are, however, that there is no stability 
from year to year in the proportion borrowed from the banking sys. 
tem. This is shown in the following table: 


Government 
Borrowing 
from Banking 
System 


Percentage from 
Banking System 
Forecast by 
W arburton 


Total 
Government 
Borrowing* 


Percentage 
from Banking 
System 


1934¢ 
1935° 
1936° 
1937 
1938 
1939 
1940 
1941 
1942 
1943 


nw 


* Excluding borrowing from trust funds through special issues. 

b Following Mr. Warburton’s procedure, we include in this figure commercial banks, mu- 
tual savings banks, Federal Reserve banks, the postal savings system and also the annual 
change in Treasury currency outstanding. 

¢ Fiscal years are used for 1934, 1935 and 1936 because data for bank holdings of U.S. 
securities are not available for ends of calendar years prior to 1936. 


Despite its erratic year-to-year behavior, Mr. Warburton believes 
that he can predict the ratio for each year and can do so independently 
of consumer prices. Thus, he writes: 


. it seems clear to the writer that the amount of monetary expansion is 
relatively independent of price inflation in the sense that price inflation has 
little causal influence upon the volume of monetary expansion. Also the 
assumption that this process [by which government borrowing is divided 
between the banks and nonbanking investors] will continue to produce the 
results shown in the past appears to be the only method of making a reasonable 
forecast of the proportion of the Government deficit which, during the re- 
mainder of the war will be taken, respectively, by the banking system and by 
nonbanking investors.” 


Our answer to this is that the levels of consumer expenditure and prices 
do affect the amounts that the government will borrow from the banks, 
and that the relation of government borrowings from the banks to total 


“ Warburton, Am. Econ. Rev., Vol. XXXIV, pp. 315-16. 


,122 3,915 .764 . 
3,445 .710 
3,244 .571 
— 699 — .555 
1,539 .983 
1,594 .740 — 
1,437 .667 
1g, 4,785 .409 375 
4a. 24,851 .538 
Sa, 26,180 415 
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government borrowings has been too unstable to provide any valid 
independent basis for prediction. 

The appearance of accuracy in the 1941 and 1942 forecasts of con- 
sumer balances results from the fact that, in a period when total bor- 
rowing is small, a large error in the forecast proportion of borrowing 
from banks will have only a small effect upon the average size of the 
money supply during the year. For 1943, when borrowing was large, 
Mr. Warburton’s forecast percentage of government borrowing that 
came from the banking system was quite in error, but was offset by an 
error in the forecast of total borrowings. 

3. Total government borrowings. Even if the relation of consumer 
expenditure, including taxes, to cash balances were stable, and the ratio 
of government borrowing from the banks to total government borrowing 
were also stable, Mr. Warburton’s conclusion that consumer expendi- 
ture was not affected by price control, rationing and bond drives would 
not be correct so long as government borrowing is affected by price con- 

| rationing and bond drives. Clearly, government borrowing is af- 

ed by such government measures. If these controls did not exist, 
would rise to extreme levels, salaries and wages would rise, gov- 
rnment expenditure would rise, and although the tax yield would also 
it would not keep pace with expenditure, with the result that 
nt borrowing would increase. 

. Warburton simply accepts the Budget Bureau’s estimates of 
ient expenditure, taxes and borrowing and finds that the fore- 
of consumer expenditure which he derives from them on the basis 
var relationships agree with the actual levels. He completely 
overlooks the fact, however, that the Budget Bureau’s forecasts of gov- 
ernment borrowing, expenditure and taxes depend upon its forecasts of 
the gross 5 nationals product, consumer expenditure and prices, and that 
th casts were based on the assumption that the direct controls 
would 1 be effective in restricting consumer expenditure and price in- 
creases. The agreement of actual consumer expenditure with the fore- 
casts of consumer expenditure derived from the Bureau’s forecasts of 
government borrowing might be a test of the ability of the Bureau to 
forecast borrowing but it certainly cannot be regarded as supporting the 
hypothesis that consumer expenditure was unaffected by price control, 

rationing and bond drives. 

The forecast for 1944 brings out clearly many of the difficulties of 
his model. He forecasts that consumer expenditure will be 134 billon 
dollars, in cluding taxes, and 112 billion dollars excluding them. There 
is general agreement that the actual figure for consumer expenditure, 
excluding taxes, will be between 95 billion and 100 billion. If this view 
1s correct—and the data for the first six months support it—and if Mr. 
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Warburton’s forecast of cash balances turns out to be correct, the ratiy 
of consumer expenditure, including taxes, to cash balances will be much 
lower in 1944 than it has been in recent years. If, on the other hand, his 
forecast of cash balances also turns out to be too high, so that the ratiy 
is more nearly maintained, his forecast of government borrowing from 
the banking system will prove to be too high. 

Finally, his forecasts of the different variables for 1944 are seriously 
inconsistent internally. The Bureau of the Budget estimates which Mr. 
Warburton used for government expenditure, receipts and total borroy- 
ing were based upon lower levels of gross national product and con. 
sumption than he forecasts. If prices turned out to be as high as Mr, 
Warburton forecasts, wage rates would certainly increase and govern- 
ment expenditure would certainly rise. While taxes would also be 
somewhat higher as a result of the larger gross national product, total 
government borrowing would turn out to be significantly higher. To 
make his 1944 forecasts consistent, Mr. Warburton should use his esti- 
mate of gross national product to get new estimates of government ex- 
penditure, taxes and borrowing. This would give him new estimates of 
borrowing from the banking system, of cash balances, and of consumer 
expenditure, and consequently of national product. On the basis of this 
new estimate of gross national product he should repeat the process of 
revision until he gets consistent figures. His forecast of the price rise 
for 1944 would then be much higher—and even less accurate—than the 
23 per cent he shows in his table. 


Summary: The Effect of Direct Government Controls on Consumer 
Expenditure and Prices 


In summary, Mr. Warburton’s model contains a relationship of con- 
sumer expenditure, including taxes, to cash balances which has been too 
unstable to provide a reliable basis for prediction during the war. Fur- 
thermore, even if that relationship had been stable, the model provides 
no basis for forecasting the increase of cash balances because the 
amount of borrowing from the banking system cannot be forecast on 
the basis of a relationship to total government borrowing. Moreover, 
even if both these relationships were stable, he has no means ol pre- 
dicting government borrowing, expenditure and taxes independently 0! 
consumer expenditure and prices. Mr. Warburton therefore has no way 
of predicting what consumer expenditure and prices would have been 
on the basis of peacetime relationships. He therefore has no ground for 
the statement that consumer expenditure and consumer prices ate 
about what they would have been on the basis of peacetime reiation- 
ships, and no valid reason to suppose that the wartime controls have 
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In our view the distortion of the past relationship between consumer 
expenditure and income, which Mr. Warburton asserts and we admit, 
‘s certainly attributable to government controls. We believe that the 
magnitude of that distortion is one measure of the success of those con- 
trols. It is, however, only a minimum measure. In the absence of direct 
price controls and related measures it is quite possible that the peace- 
time relationship would have been distorted in the opposite direction. 


tii 


In that case, even if the controls had merely succeeded in maintaining 


Ail 


the peacetime relationships unchanged during the war, they would have 


represented a significant accomplishment. 
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Professor Williams and the Fund 


In his article on the Bretton Woods plans in the October issue of Foreign 
A ffairs,\ Professor Williams renews his criticism of the International Monetary 
Fund and at the same time raises a number of interesting questions with 
respect to its mechanics. In the opinion of this writer his provocative discussion 
is in certain respects misleading and tends to give the reader an erroneous 
impression of the workings of the Fund. Several of the objections to the Fund 
which Professor Williams raises on other accounts, I think also are not as 
decisive as his argument suggests. 


I. The Mechanics of the Fund 


Professor Williams’s questions on the mechanics of the Fund all relate to 
the possible development of a shortage of dollars. It is essential to recognize 
the fact that the Fund by itself can not prevent the development of a shortage 
of dollars. There will be a shortage of dollars if payments foreigners want to 
make in this country exceed payments by United States residents to foreigners. 
The balance of payments of the United States after the war will depend on 
such factors as post-war debt settlements, the level of employment and income 
here and abroad, the extent and nature of trade barriers, the way in which 
relief and reconstruction needs are financed, the extent of American foreign 
lending, the degree to which speculative capital movements are controlled, the 
pattern of exchange rates, the degree of exchange stability, and the shifts in 
demand and changes in production techniques in this and other countries. 
Many of these factors are obviously beyond the scope of the Fund, except 
in so far as it provides an atmosphere of international codperation; but both 
the Fund and the International Bank for Reconstruction and Development 
are designed to help prevent the development of imbalance in international 
transactions, 

The Fund aims at stability of exchange rates, elimination of bilateral clear- 
ing agreements and exchange controls on current transactions, and control of 
speculative capital movements. The Fund provides for approval of changes 
in exchange rates when the changes are necessary for the correction of 2 
fundamental disequilibrium, so that countries will not have to struggle to 
maintain a rate inconsistent with balance in their international transactions. 
The Fund will assist members to meet deficits in their international transac- 
tions in order to provide them with an interval in which to take corrective 
measures. 


*John H. Williams, “International Monetary Plans,” Foreign Affairs, Vol. 23, No. ! 
(Oct. 1944), pp. 38-56. 
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he Bank aims at promoting wise international lending for reconstruction 
levelopment. Countries now subject to wide fluctuations in their balances 
ents, because, for example, they depend on one or two raw material 
to pay for necessary foreign goods may be helped to broaden their 
ies. They may be helped to develop new exports, or to produce domes- 
ids formerly exported, and thus to reduce their dependence on foreign 

r to improve their chances of paying for them. 
nly are the Fund and the Bank intended to assist in preventing the 
pment of imbalance leading to a shortage of dollars or of any other 
es but also to assist in meeting shortages that do develop. There are 
provisions in the Fund plan that are designed to keep the Fund itself 
ining out of a currency that is in demand. Countries with reserves in 
their quotas must use their reserves at the same rate that they draw 
ind; countries with reserves in excess of their quotas that are gaining 
just use half of the increase to repay past borrowings from the Fund; 
; borrowing from the Fund must pay interest charges, and the charges 
th the amount borrowed and the duration of the borrowing; and, finally, 
nd can refuse to lend to any country that is not using the time gained 
its international position. If dollars in the Fund are tending to 
xhausted—in spite of the efforts of the Fund to promote international 
id in spite of the arrangements designed to prevent the Fund from 
ut of dollars—the Fund can declare the dollar a scarce currency and 
tion its existing and accruing supply among member countries. Mem- 
then take steps to allocate dollars among their nationals to the 

cessary to equate the demand and supply. 

Professor Williams argues that a mechanical difficulty in the Fund plan 
d to a shortage of dollars in the Fund, and presumably therefore to 
yeing declared scarce, when there is no actual world shortage of dol- 

e., when the United States has an even balance of payments position.? 
irgument were correct it would be a very serious criticism of the Fund. 

; that the Fund would lead to restrictions on transactions with the 
States when there was no underlying shortage of dollars and when 
ions otherwise would not be imposed. 

icult to see how the Fund’s dollars would come to be used at all if 
nd for and supply of dollars outside the Fund at a given pattern of 
rates tended to equal each other, as they would if the United States 

n even balance of payments position.* The monetary authorities of 

untries will borrow dollars from the Fund only when there is a 
‘on the dollar rate that would otherwise lead to a loss of gold. If 
fered for sale tend to equal dollars demanded in the world as a whole, 

be no special pressure on the dollar rate even in a cou 1try that buys 
rom the United States than it sells, and the monetary authorities will 
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even though this country had an even balance of payments position, the Fund’s 
{ dollars would be rapidly exhausted.” Foreign Affairs, Vol. 23, No. 1, p. 46. 
rase “even balance of payments” is used in the sense of a balance of infernational 
ch that, if there were no Fund, there would be no tendency for a net gold flow 
r direction, 
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have no reason to borrow dollars from the Fund. Temporary shortages of 
dollars on account of seasonal elements in the balance of payments would teng 
to be ironed out in the exchange markets. 

Assume that, in the course of a period of two or three years, Europe has 
excess payments of one billion dollars due to the United States and assume 
that Latin America, on the other hand, has excess receipts of a billion dye 
from the United States. If Latin America sells the billion dollars of excess 
receipts to Europe, then Europe has no reason to come to the Fund for dollars 

Professor Williams’s argument implies that dollars would be drawn from the 
Fund because of a mechanical difficulty in the plan. “The great weakness of 
the Fund from a mechanical standpoint is that while other countries in paying 
for our exports would use up the Fund’s supply of dollars, our own payments 
for imports would not replace these dollars.’”* And this in turn is due to the 
fact that the Fund plan, he believes, does not recognize that the dollar is a 
key currency and that foreign countries want payment in dollars. As a result 
the United States is not able to use the Fund in paying for its imports. 

In the example given above it is assumed that the United States has an 
adverse balance with Latin America and a favorable balance with Europe. In 
this case Europe will not come to the Fund for dollars unless Latin America 
is not selling the billion-dollar excess to Europe but is accumulating dollar 
balances instead. But if Latin American countries are accumulating a billion 
in dollar balances the United States balance of payments position is not even; 
it is uneven. In the world as a whole there is an excess demand for dollars of 
one billion, that is, a shortage of dollars. Under these circumstances there is 
no reason why the United States monetary authorities should go to the Fund 
for Latin American currencies even if Latin American countries were accus- 
tomed to receiving payment for exports in their own currencies. If Europe 
borrows dollars from the Fund, it is not because of a mechanical defect in the 
Fund, or because the Fund fails to take account of the fact that the dollar is 
a key currency, but because there is a world shortage of dollars. 

2. Even if the United States balance of payments position is uneven, and 
there is a world shortage of dollars because Latin America is accumulating 
dollar balances of one billion, it does not follow necessarily that the dollars 
in the Fund will decline by one billion. If Europe’s total adverse balance of 
payments is one billion, Europe can probably not borrow much more than 
500 million dollars from the Fund because countries that have reserves in 
excess of their quotas must draw on their reserves at the same rate that they 
draw on the Fund.® Furthermore, Europe can not go on borrowing to finance 
a deficit year after year. The Fund is intended to finance temporary deficits 
and can refuse to go on lending. Also, rising interest charges and other pres- 
sures will lead Europe to repay the Fund. Of course, if Latin America has 
borrowed from the Fund in the past it may be required to use up to half the 
increase in its dollar balances to repay its past borrowings from the Fund, 
and the decline in the Fund’s holdings of dollars would be smaller by the 


* Foreign Affairs, Vol. 23, No. 1, loc. cit. 
°The countries with large quotas and the countries which are apt to have large adverse 
balances almost all have reserves in excess of their quotas. 


q 


EMEER 


ges of 


d tend 


has 
Ssume 
mM due 
EXCESS 
ollars 
m the 
ess of 
aying 
ments 
to the 
risa 
result 


pre js 
Fund 
CCus- 
lrope 
n the 
lar is 


COMMUNICATIONS 843 


f such repayments. Also, if any Latin American countries did not 
ly contribute 25 per cent of their quotas in gold or dollars, they may 
‘red to use up to half the increase in their dollar balances to bring their 

| contribution up to that level.® 
here is little reason to expect a drain on the Fund’s dollars resulting 
ld shortage of dollars due to the accumulation of large dollar bal- 
r some time to come. Latin American countries, in the above example, 
t be able to accumulate dollars year after year, even if they are not in 
the Fund, unless they have a favorable balance year after year in their 
r international transactions with the world as a whole, in the sense that 
iid be accumulating gold if it were not for the outflow of capital to 
‘nited States. They can not accumulate dollars as a result of payments 
m the United States and at the same time meet deficits with other 
through the Fund. The Fund can not be used to finance a large or 
outflow of capital, and any country accumulating large dollar bal- 
| borrowing from the Fund at the same time, would be doing just 
\ serious drain on the Fund’s dollars arising from the accumulation of 
lances is only possible, then, if several countries have large favorable 
vith the world as a whole on account of all other international trans- 

‘ons.’ And this is not apt to be the case for some time to come. There seems 

a greater possibility that a shortage of dollars will come about as a 
of almost all countries having huge demands for foreign goods and 

Indeed, should relief and reconstruction be financed on a per- 

manent or long-run basis, and loans be forthcoming for industrial development 
s, it is still doubtful that many countries will be able to accumulate 
ge dollar balances. 

There is every reason to think that the existence of the Fund will tend to 
ease the desire to hold dollars, in any case. Dollars have been held in the 
t partly because they were readily convertible into other currencies. Since 

irrencies will be obtainable through the Fund when needed there will 
inclination to hold dollars. 
Elsewhere Professor Williams suggests that the main difficulty in the 
| plan is a mechanical difficulty of another sort. “The trouble in the 


\merican countries can not be required to turn over their dollar balances to the 
they have reserves in excess of their quotas. However, the countries with 
ving privileges already have reserves in excess of their quotas and the large 
ns of dollar balances would of itself make their total reserves larger than 


(merica, in the above example, might accumulate dollar balances, even though 
lance of payments was adverse, if the accumulation was matched by an out- 
But if Latin America is losing gold it would tend to flow to the United 
se of the net demand for, or shortage of, dollars and an accumulation of 
neces financed by gold would not lead to a drain of dollars from the Fund. 
\merica’s demands for foreign goods are exceeding her receipts from foreigners, 
probably be taken to control such a capital outflow, in any case. Latin 
might conceivably be drawing heavily on balances in other foreign countries 
ing up dollar balances. But in this case the countries suffering a large with- 
funds by Latin America would probably take steps to control the capital outflow, 
e required to do so as a condition of continued borrowing from the Fund. 
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present scheme lies in the discrepancy between the relatively large demand 
for exchange as represented by the quotas and the limited supply of dollars 
with which to meet it.’”* Professor Williams says this difficulty is another 
instance of failure to recognize the key currency problem. A workable mecha- 
nism must, in his opinion, “provide assurance that the currencies that are 
actually used as means of international payments will be available to meet a 
world demand which arises not merely out of the trade of all the other coun- 
tries with the key countries but out of the settlement of trade of all the other 
countries with each other.’”® I am not sure what Professor Williams has in 
mind. If dollars now held by foreign countries are passed from one country 
to another, there is no drain on the Fund’s dollars. . 

At one point in the argument it appears that Professor Williams may be 
concerned about the initial gap between foreign quotas and the Fund’s gold 
and dollar holdings because he thinks it will lead to the accumulation of dollar 
balances by foreign countries. He says the effect of the gap is bad psychologi- 
cally as well as mechanically, and refers to “dollar hoarding round the world.” 
I have already discussed the reasons why I believe large accumulations of 
dollar balances are unlikely and the reasons why I believe there is little 
danger of a serious drain on the Fund’s dollars as a result of such accumula- 
tions as may occur. 

But Professor Williams may have in mind a different problem. If foreign 
countries, fearing that their ability to borrow dollars from the Fund was en- 
dangered by the existence of the gap, consciously adopted domestic monetary 
policies and foreign trade policies that they would not otherwise adopt, lead- 
ing to adverse balances on current account with the United States, the gap 
itself would encourage purchases from the United States that would other- 
wise not be made and lead to the development of a greater dollar shortaze than 
would otherwise exist. The possibility of such action seems to me remote. It is 
true that a country may find it possible, because it can borrow from the Fund to 
meet temporary deficits, to avoid deflationary measures or restrictions on trade. 
But the domestic monetary policies pursued by member countries will be 
framed, barring being stopped short by a lack of international reserves, with a 
view to the level of employment and real income. And it does not seem reason- 
able that a country would consciously adopt or pursue policies leading to 
an adverse balance on current account for the purpose of using up its borrow- 
ing privilege as quickly as possible. Countries with reserves in excess of their 
quotas must use their own reserves at the same rate they borrow from the 
Fund, so for most countries, including the countries with the largest quotas, 
there is no possibility of drawing on the Fund exclusively, while the Fund is 
amply supplied with dollars, and conserving independent reserves for later 
use. 

In general, member countries will certainly think of the Fund as a source 


* Foreign Affairs, Vol. 23, No. 1, p. 50. The total initial discrepancy is about 3 billions. 
Foreign-borrowing privileges, which are equal to their quotas plus their gold contributions, 
total 7 billions roughly and the Fund has, at the outset, almost 4 billions in gold and 
dollars. 

* Foreign Affairs, Vol. 23, No. 1, p. 44. 

* Foreign Affairs, Vol. 23, No. 1, p. 50. 
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of credits to meet deficits when they do develop and not as a Fund to exhaust 
»s quickly as possible. And if there was a tendency for certain countries to 
vant to draw on the Fund up to the maxinwm of one-quarter of their quotas 
year alter year, the Fund could protect itself by refusing further loans. If 
the Fund is properly managed, it will very much decrease, not increase, the 

mount of imbalance in international transactions. 
Unless we assume a conscious effort to use up borrowing privileges ahead 
er countries the existence of the gap is not of fundamental importance. 
‘ this assumption, the Fund’s supply of gold and dollars will be used 
same rate with or without the gap. Practically speaking, of course, 
demands on the Fund will not be for dollars alone. If the Fund’s 
rs should approach exhaustion, I cannot see how the fact that there might 
1 some countries which had not exhausted their maximum borrowing 
; could be a source of added difficulty. The important fact would be 
Fund could no longer supply dollars, but this would be the case 
ugh foreign quotas were smaller and were exhausted at the same time 

Fund’s gold and dollar holdings. 


II. The Functions of the Fund 


sor Williams says that it has now been recognized that the Fund can 

e relief and reconstruction needs, or assist in the liquidation of war 

Also it is provided that members can elect to maintain exchange 

under special arrangements for the transition period. Professor Wil- 


nders, therefore, what the functions of the Fund in the transition 


answer, I think, is as follows. Even though relief, reconstruction, and 
ment needs are not to be met by the Fund, the temporary difficulties 
to be met by the Fund will occur as frequenily and be as serious 
nsition period as at any other time. Temporary balance of payments 

; are bound to arise in the course of adjustments to wartime shifts 
ion, transportation, and markets. For this reason there is need 

ly after the war not only for an international agreement to stabilize 

nge rates and to provide for the orderly removal of exchange controls, 
r a fund of credits to help countries that do not elect to maintain 

nd countries that are seeking to eliminate controls as rapidly as 


essor Williams thinks that the provisions in the Fund plan concern- 

yes in exchange rates are reasonable but he doubts that they can be 

stered properly because of the fundamental difference between British 

rican attitudes toward changes in exchange rates. I wonder if this 

ice in attitudes will prove to be as great a stumbling block to successful 
ration of the Fund as Professor Williams assumes. Britain operates 

ortant banking and exchange center for the world as a whole. The 

course, fear the absolute power of an international body to refuse 

a change in the sterling rate, should England again be in a position similar to 
that in the early thirties, but Britain has a very real interest in maintaining 
sterling as far as possible at a stable rate so as not to discourage the use of 
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London as a financial center. The United States, on the other hand, although 
intensely interested in stable rates, has a real interest in preventing such re- 
strictions on trade or serious deflationary influences as might result from a 
refusal, in the case of a fundamental disequilibrium, to allow a change in the 
British rate. 

3. Professor Williams is convinced that there is in the long run no general 
need for foreign exchange in view of the fact that many countries have large 
reserves ot gold and dollar balances. It is true that many countries have much 
larger reserves than they have ever had before; but there are still many 
countries whose reserves are inadequate from the point of view of being able 
to meet a possible deficit in their balances of payments. Of the 44 countries 
represented at Bretton Woods, 5 have virtually no gold or dollars, 13 have 
gold or dollars equal to 20 per cent or less of the value of their exports in 
1938, and 21 equal to 50 per cent or less of the value of their exports in 1938, 
Since, for example, a drop in the value of a country’s exports by 10 per cent 
in any one year is not improbable, none of these 21 countries can export gold 
to meet probable deficits without fearing the effect on their total reserve 
position. This is all the more clear when account is taken of the fact that most 
countries have a large percentage of their reserves tied up in meeting legal 
reserves requirements. 

A country facing a deficit of uncertain duration in its balance of payments 
may be unwilling to use its reserves and may, therefore, impose restrictions on 
international trade or may take steps to eliminate the deficit that result in a 
domestic deflation. In those cases where the underlying causes of the deficit 
are temporary, clearly borrowing from the Fund may obviate the need for the 
adoption of such measures. In these circumstances the borrowing country will 
tend to eliminate its indebtedness to the Fund in short order either by direct 
repayment to avoid charges or by other countries obtaining its currency from 
the Fund. If the deficit gives evidence of becoming chronic, the Fund, of course, 
will not go on lending indefinitely. The Fund may lend for some time, however, 
in order to give the country in difficulty an opportunity to make adjustments. 

Even the 23 countries with larger gold reserves in comparison to exports 
may be unwilling to lose considerable amounts. The absolute size of the re- 
serves of the large gold-holding countries may, under certain conditions, have 
little effect on the amount of gold they are willing to lose without resorting 
to defensive measures. Internal reserve requirements, psychological, security, 
or other reasons may account for such reluctance. Should an attitude of this 
sort lead to defensive measures in the face of a gold outflow, it would be 
much better, I believe, to have the Fund lend, albeit the Fund’s limit would 
be half the deficit. 

4. Professor Williams is concerned that through the Fund credits will be 
obtained as a matter of automatic right by countries which do not need the 
credits or by countries which do not make good use of them. The Fund does 
not give any country an automatic right to credits. At the outset the Fund 
can determine, in the light of a country’s ability to take corrective measures 
in the breathing-spell afforded, whether a particular member is or is not eligible 
to use the Fund. Second, the Fund can determine at any time that a member 
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has not been using the Fund in accordance with its purposes and can deprive 
of future use of the Fund. Third, the Fund can be used in general only to 
meet deficits arising out of current transactions. The idea that a member 
ountry can, simply as an automatic right, rush ahead and borrow is without 
foundation. 
ALICE E. BoURNEUF 
Washington, D.C. 


Reform of the Federal Taxes on Personal and Corporate Income 


It is now widely admitted in informed circles that even a return to the pre- 
ir methods and to the rates of taxing personal and corporate incomes in the 
United States would seriously reduce the survival prospects of private enter- 
because of their repressive effects on private investment. Whether the 
an economy is to be essentially a private enterprise economy or essen- 
y a publicly planned and controlled economy may depend on the kind 
of tax structure which will confront American business at the outset of the 
conversion period. The latest Ruml plan and the Twin Cities plan formulated 
by an able group of Minnesota business men pose the issue clearly—personal 
xation vs. business taxation. The one looks primarily toward the personal 
tax while the other recommends heavy reliance on a business tax on 
rate earnings with an arbitrary exclusion of 40 per cent of dividends 
the gross income of dividend receivers. 

reated this issue in a study which was reviewed in the June, 1944, number 
f the Review. Since those interested in tax problems will hardly expect, from 
the title of the book,’ to find therein a treatment of this subject, I venture to 
ummarize my suggestion in the form of a note, in the belief that now is the 

1en ideas should be thrown into the arena of discussion. 
proposal is very simple, namely, that the corporation tax be restored 
t it was originally intended to be—a device for collecting at the source 
me of individuals received in the shape of dividends. The evolution 
' the tax is well known. By the early twenties it had become a special 
business tax levied on one particular form of doing business. The result was 
that, in combination with the personal income tax, after the latter became 
harply progressive, it imposed a double tax on investments through the cor- 
» device so heavy as to discourage the launching of new ventures out- 
the umbrella of existing corporate entities, favored the retention of 
ngs within these entities, so far as the large taxpayers were concerned, 
d seriously overtaxed the small investor who was obliged to pay a multiple 
he would have been liable for if his share of corporate earnings had 
1 taxable to him at the highest rate to which he was liable under the 

nal income tax. 

iere is no good reason why the corporation as such should be taxed 


‘Planning for the South: An Inquiry into the Economics of Regionalism (Nashville, 
vanderbilt Univ. Press, 1943). See especially pp. 229-47. 
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heavily. Fiscal policy should be directed at reaching the incomes which in. 
dividuals derive from their property interests in this type of business exact] 
as is done in the case of the partnership and the one-man business. Vet as 
long as we have a sharply progressive personal income tax which fails to 
reach undistributed corporate earnings an important part of currently pro- 
duced income can escape taxation indefinitely. Corporate earnings cannot be 
ignored, therefore, without a drastic redefinition of personal income to ip- 
clude annual changes in the net worth of individuals, and this would impose 
too serious an administrative problem to be lightly contemplated. 

There is a simple way out. It is to tax the entire income of the corporation, 
including that paid out as interest on long- and short-term obligations, aj 
the maximum rate applied on personal incomes with full credit to the in- 
dividual for the tax paid by the corporation on his behalf. The individual. of 
course, would have to include in his gross income his share of the earnings 
of the corporation before the tax. Assumption of the tax by the corporation 
should be prohibited. 

Under this arrangement a stockholder would be informed, for example, that 
his share of the taxable earnings of a given corporation was $100, that, 
say, $60 had been paid to the United States Treasury, that $20 had been 
placed to reserves, and that a check for the balance, $20 was enclosed, to- 
gether with a certificate showing the amount of the tax. The certificate should 
be made fully negotiable and should bear interest. The taxpayer would then 
figure his taxable income on the basis of $100 received from the corporation 
figure his liability and pay the tax in the required installments in the ev 
that he sold the certificate. If he elected to hold the certificate, he could use it 
as an offset or as the basis for a claim for a refund in the event of an over- 
payment. 

This method of taxing a corporation would require some changes in the 
personal income tax. One would be to abandon the double tax structure made 
up of a normal and surtax in favor of a single schedule of rates applicable 
to net taxable income. The maximum rate should be brought down as rapidly 
as possible to a figure that would not paralyze risk taking. Fifty per cent 
seems to me to be the appropriate maximum applicable on the fraction o! 
income above, say, $500,000. This maximum should remain unchanged over 
extended periods of time, but whenever it was changed the corporation with 
holding tax should be changed accordingly. To meet the changing require- 
ments of government and the changing requirements of the economy in 
different phases of the business cycle, the beginning and intermediate rates 
should be varied, as well as certain excise taxes. Our yen for progression can 
better be satisfied by the maintenance of a highly progressive federal estat 
tax and through a spending program which benefits the poor without coddling 
them, i.e., expenditures on education, vocational training, health, etc. 

Such a reform would have several advantages: It would give us a stable 
corporation withholding tax which would assure the government of ample 
revenues while the Treasury was working out with the individual his exact 
tax liability. A substantial fraction of personal incomes would be taxed in 
the year of accrual. In a bad year a taxpayer would not have to pay out 0! 
lean income a tax on income that may have accrued over several years within 
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the corporation just because the directors decided on a liberal dividend dis- 
tribution in that particular year. Incorporated and unincorporated businesses 
e put on a par. 

nership earnings are not taxed as such. They are taxed to'the partners 

less of the amount taken out of the firm in a given year. The same 

ld now be true of corporations. Discriminatory taxation of the investments 

the small fellow would cease. He would find his income from corporate 

urces greatly overtaxed through the withholding device, but this would be 

. good in connection with his personal income tax. Undistributed cor- 

rofits would no longer constitute a problem. They would be taxed at 

um rate regardless of whether any dividends were distributed or not. 

ly, the dividend policy of corporations would be affected, but it seems 

. that the change would be in favor of more generous dividends. 

uld reduce the bias in favor of expansion through existing corpora- 

New ventures would have better access to risk capital. The collateral 

f stocks and bonds would be affected, but brokers and trusts should 

) difficulty in adjusting to the new situation. The administration of 
rsonal income tax would be strengthened. 

ld carry this note to inordinate lengths if an attempt were made to 
every situation in which the property interest in corporations is not 
natural persons. One illustration must suffice: What about shares of 

of one corporation held by another? The holding corporation would 
» the dividends as before and the tax certificates. Since as a corporation 
t liable to any tax, it would be entitled to a refund of the amount 


would not be inconsistent with this proposal, and it would probably be 
ble, to maintain a flat and moderate tax on corporate income as a sort 
to cover the special expenses involved in the regulation of corporate 
ise. For a few years after the war, while the need for revenue is great, 
tax might well be kept as high as 10 per cent, but 5 per cent would 
re reasonable long-run rate. If such a special corporation tax were 
|, corporations holding stock in other corporations would apply their 
lits as shown by their tax certificates toward their special tax liability. 
» Sam would have to make a lot of tax refunds but long before this 
rted he had demonstrated his capacity to get out checks to tens of 

nds of citizens not directly upon his payroll. 

Joun V. VAN SICKLE 
‘anderbilt University 


The Mitchell Committee’s Report on the Cost-of-Living Index: Comments 

It is not often that a price index, a tool of statisticians, becomes an object of 
litical debate. With the announcement of the now-famous “Little Steel 
ila,” in July, 1942, the Index of the Cost of Living of Wage Earners and 


‘or the period from January 1, 1941, to May 1942, which followed a long period of 
lative stability, the cost of living increased by about 15 per cent. If any group of workers 
averaged less than a 15-per cent increase in hourly wage rates during, or immediately 
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Lower-Salaried Workers in Large Cities, compiled by the Bureau of Labor 
Statistics,? came into the focus of national attention. Known for years to a 
comparatively restricted circle, the BLS index suddenly became a topic of 
widespread and sometimes acrimonious popular discussion. It was not long 
before the debate was carried to the technical level. The index was subjected 
to a series of appraisals, critical analyses, reviews, and defenses. Important 
private, semi-official, and official experts and committees considered in the 
most minute detail the BLS iiudex, the technical problems underlying its com- 
pilation, and the problem of adapting it to wartime conditions. 

Briefly, the chronology of this technical debate is as follows:* 


May, 1943: At the request of Secretary of Labor Frances Perkins and the 
Bureau of Labor Statistics, the President of the American Statistical Associa- 
tion appointed a special committee to review and appraise the BLS index. 
This committee consisted of Frederick C. Mills, chairman, E. Wight Bakke. 
Reavis Cox, Margaret G. Reid, Theodore W. Schultz, and Samuel Stratton, 
On the technical staff were Dorothy S. Brady and Solomon Fabricant. 

October 11, 1943: The findings of the Special Committee of the American 
Statistical Association were released, concluding generally that the BLS index 
provides a “trustworthy measure.” (Published in Jour. Am. Stat. Assoc., Dec., 
1943: “An Appraisal of the U. S. Bureau of Labor Statistics Cost of Living 
Index.”” An Appendix to this report, containing statistical evidence and tech- 
nical recommendations, was published in the same journal in March, 1944.) 

November 5, 1943: President Roosevelt appointed a tripartite committee of 
National War Labor Board members to investigate the cost of living and 
explain what the term means. The President’s Committee on the Cost of Living 
consisted of William H. Davis, public representative, chairman, George Meany 
and R. J. Thomas, labor representatives, and H. B. Horton and George K. 
Batt, industry representatives. 

January 29, 1944: Labor-members Meany and Thomas, of the President’s 
Committee on the Cost of Living, issued a report, and recommended it to the 
Committee as a whole for submission to the President. Based on their own 


preceding or following, this period, their established peacetime standards have been broken. 
If any group of workers averaged a 15-per cent wage increase or more, their established 
peacetime standards have been preserved.” 

Announced in the National War Labor Board decision in the case of Bethelehem Steel 
Corp., Republic Steel Corp., Youngstown Sheet and Tube Co., Inland Steel Co., and United 
Steel Workers of America (CIO), NWLB Cases Nos. 30, 31, 34, 35, July 16, 1942. See 
1 War Lab. Rep. 325. 


in the United States, 1913-41, Buli. No. 699, U. S. Dept. of Labor, Bur. of Lab. Stat 

* See also “Bureau of Labor Statistics Cost-of-Living Index in Wartime,” Mo. Lab. Rev. 
July, 1943; and “Observations on the Cost of Living Index of the Bureau of Labor Statis- 
tics,’ by Lazare Teper; and “Notes on Mr. Teper’s Observations,” by Aryness Joy Wickens 
and Faith M. Williams, Jour. Am. Stat. Assoc., Sept., 1943; “The Claims of the Union 
with regard to the Economic Position of the Steel Worker,” Pt. I, by Jules Backman, 
Apr. 27, 1944, before the National War Labor Board, Steel Panel, Case No. 111-6230-D 
(14-1, et al.); Description of the Cost of Living Index of the Bureau of Labor Statistics, 
U. S. Dept. of Labor, Bur. of Lab. Stat., Dec., 1943, rev. May, 1944, mimeo.; and Living 
Costs in World War II, 1941-1944, by Philip Murray and R. J. Thomas (June 22), 1944. 


* For basic description of the revised index, see Changes in Cost of Living in Large Cm 
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anal! wn. they asserted that the cost of living had risen 43.5 per cent from 
January, 1941, to December, 1943. (Cost of Living, by Geo. Meany and R. J. 
mas, 1944.) 

February 25, 1944: A, F. Hinrichs, Acting Commissioner of Labor Statistics, 


submitted “Review and Appraisal” of the Meany-Thomas report, as re- 
quested by W m. H. Davis, chairman of the President’s Committee on the Cost 
{ Living. This report admitted that the BLS index was not perfect, but de- 
‘ended it against the Meany-Thomas criticisms, and reiterated the BLS figure 
af a 23 5 per cent increase between January, 1941, and December, 1943. (The 
Ce f Lit ing Index of the Bureau of Labor Statistics, Pts. 1, 11; Pt. II, 
hai ndix, U. S. Dept. of Labor, Bur. of Lab. Stat., 1944.) 

March 1, 1944: Wm. H. Davis, chairman of the President’s Committee on 
the Cost of Living, appointed a Technical Committee to examine the Meany- 
Thomas report, the BLS reply, and other pertinent data. This Technical Com- 
mittee consisted of Wesley C. Mitchell, chairman,-Simon Kuznets, and Mar- 
garet G. Reid. Its staff consisted of Solomon Fabricant, Everett E. Hagen, 
George H. Hildebrand, Jr., Lloyd A. Metzler, and Arthur Smithies. 

{pril, 1944: The National Industrial Conference Board issued an analysis 
of the cost-of-living dispute made by its Division of Labor Statistics, and 
rejecting the Meany-Thomas effort to invalidate the BLS and NICB measures 
of changes in living costs. (Conference Board Reports, “A Critical Analysis 

f the Meany-Thomas Report on the Cost of Living,” 1944. Prepared by 
Robert A. Sayre assisted by G,. Clark Thompson and Mary A. Wertz.) 

June 15, 1944: The Technical Committee issued its report. (Price and the 
Cost of Living in Wartime, An Appraisal of the Bureau of Labor Statistics 
Index of the Cost of Living in 1941-44, Pts. I, II, and III, 1944.) 


The Mitchell—or Technical—Committee report is undoubtedly the broad- 


est and most distinguished contribution which has been made to the discussion. 
Especially the first few pages of general analysis provide a high example of 
interrelated economic and patriotic comment on a question of great national 
rtance. 


The report is chiefly significant for its bearing on the national wage 
stabilization program, and for its contribution to a settlement of the current 
controversy over the BLS index and the rdéle of “cost of living” generally, in 


1 


that program. The Committee ably discharged its difficult assignment of 
making a technical, yet meaningful analysis; but it left it squarely up to 
those concerned with national policy making to interpret the facts and cir- 


cumstances of this and other aspects of the war economy. While avoiding 
entanglement with the advocates of either side in the public controversy, the 
Committee’s impartiality does involve a danger that some statements or 
of the report, torn out of context, may be cited by either side in appar- 
ent justification of its position. 

Certain of the more general conclusions and comments of Part I of the 
rt are summarized and commented upon here. No attempt is made in this 
t article to consider the technical or statistical aspects of the BLS .index or 


of the discussion which has been published in the various documents listed 
above, 
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1. The Technical Committee sets its report, Prices and the Cost of Living in 
Wartime, against a background of basic economic trends. This is the first of 
the series of documents listed above which has gone far, or persuasively. 
beyond the immediate technicalities of index-making. ‘ 

It is shown that over the two-year span from the last three months of 194] 
to the last three months of 1943, Gross National Product increased 48 per 
cent, Income Payments to Individuals, 47 per cent, Compensation of Civilian 
Employees increased 42 per cent and Per Capita Civilian Compensation, 43 
per cent.* Because the number of wage earners per family has increased, the 
effect of these percentage increases in income is frequently magnified. After 
paying higher taxes, and making increased savings, total Consumer Expendi- 
tures have risen 23 per cent over this two-year span. 

Thus, it is concluded, “. . . on the average, American wage earners and low 
salaried workers have impoved their financial position notably since 1941.” 

These increases in basic economic factors are in terms of “current prices.” 
They are meaningful, in terms of the real value of consumer expenditures, only 
after deflation by some index of the prices of goods purchased. It is necessary 
to determine to what extent the increased expenditures by average working 
families have gone for increased goods and to what extent they have merely 
gone into increased prices. As the report states, “. . . the relation of price 
changes to the cost of living is the puzzle that the Bureau of Labor Statistics 
must solve as best it can.” 

It is implied but not specifically brought out in the report that, unless an 
index of prices to consumers had risen a full 20-25 per cent within this two- 
year span, there would have been on the average a net increase in the quanti- 
ties of goods consumed, and thus no net worsening of the consumer’s position. 
The BLS index rose only 13 per cent between the last quarter of 1941 and the 
last quarter of 1943 (from 110 to 124.3). Thus, on this basis, at least one-half 
of the increased consumer expenditures has meant an increased acquisition of 
goods. 

(It may be noted, although the report did not state this comparison, that if 
the increase of 43.5 per cent since January, 1941, alleged in the Meany- 
Thomas Cost of Living were distributed evenly over the last three years on a 
pattern of increase similar to that of the BLS index, it would indicate not quite 
a 25 per cent increase in prices in the same two-year span. Even on this basis 
there still would have been no net decrease in the amount of goods the con- 
sumer has been able to purchase, on the average, between the final quarters of 
1941 and 1943.) 

The Technical Committee did not choose the “Little Steel base” (January 1, 
1941) for the purposes of its comparisons. Instead, a two-year span from the 
last quarter of 1941 to the last quarter of 1943 was taken. The Committee’s 
explanation of this is hidden in the first paragraph of its Appraisal, where it is 
stated that “the difficulties . . . of measuring changes in the prices charged for 
consumers’ goods, have been notably increased since December 1941 by rapid 
changes in the manner of living.” In other words, it is assumed that the new 
complications in the problem of measuring “cost of living” began to acquire 


‘Based on Department of Commerce estimates. 


BER 


in 
t of 


1044] COMMUNICATIONS 853 
1944] 


jificant proportions after the United States entered the war, not earlier 
dyring the period of the “defense” program. 
; 4 calculation may be made, based on the same data cited by the report, 
: the “Little Steel base” for purposes of comparison. On this basis, 
. percentage increases which were given above from the report would 
nsiderably higher; the over-all picture of improvement of the average 
worker's financial status would be considerably better. For example, Gross 
National Product rose 80 per cent; Income Payments to Individuals, 83 per 
-ent: Compensation of Employees, 74 per cent; and Consumer Expenditures, 
35 per cent, from January 1, 1941° to the last quarter of 1943. 

On the other hand, the picture is not quite as favorable as that shown by 
the report, when the “real” value of consumer expenditures in January, 1941, 
and in the last quarter of 1943 is compared. On the basis of the BLS index, the 
prices of consumers’ goods rose 24 per cent from January 1, 1941 to the last 
uarter of 1943, indicating that about two-thirds of the increase of 35 per cent 
in consumer’s expenditures over this. three-year span went into price increases 
and not into the acquisition of additional physical quantities of goods. Still, 
n rs as a whole were receiving one-third more physical goods and 
services for consumption at the end of 1943 than at the time of the “Little 
Steel base” in January, 1941. 

On the basis of the Meany-Thomas report, assuming there were any 
substance to it, the increased consumer expenditures by the end of 1943 would 


have been more than absorbed by price increases, so that a slight reduction in 
the total quantity of goods available would be indicated.) 

\lthough the report does not stress the factor of savings, it does point out 
that the rate of savings increased 65 per cent from the last quarter of 1941 to 
the last quarter of 1943. The rate of savings increased nearly 300 per cent 
from January 1, 1941 to the last quarter of 1943. (Apparently it is still not 
recognized, in much of the popular discussion, that even under a more or less 

ry 10 per cent payroll deduction plan, “expenditures” on savings are 
not the same as expenditures on goods and services. In considering changes in 
the value of consumer expenditures, full recognition must be given to the 
“real” value of the increased savings which individuals have been able to make 


from their greatly increased incomes; this is an important offsetting factor.) 


a 


. The Technical Committee tries to give proper perspective to the BLS 


index. For one thing, it emphasizes what technical people have always known, 
and what more and more laymen are coming to realize, that the BLS index 
measures average changes in the prices of consumers’ goods, mot changes in 


the “cost of living.” The report makes a specific recommendation on this point, 
urging that the Bureau of Labor Statistics describe it as a “price index,” 
instead of a “cost-of-living index.” 

The Committee evidently sought deliberately to destroy the widespread 
public concept that the BLS index is a sharp precision tool for use in public 


‘A base figure is obtained by averaging the quarterly Department of Commerce figures 
r the fourth quarter of 1940 and the first quarter of 1941, giving a roughly approximate 
hgure as of January 1, 1941. 
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policy making. The report emphasizes that this index is a statistical abstrae. 
tion, that it applies to the average of certain individuals at certain income 
levels, with certain family status, and in certain geographical locations: ang 
that it does not apply to even the average of individuals who fall outside these 
categories. It may also be noted that the Committee’s tentative revisions of 
the index are made in terms of round figures, in which judgment, not ultra. 
refined mathematics, is the principal factor: “. . . it is important to point out 
that many of our estimates of the shortcomings of the index are little more 
than crude guesses, though we think they are more considered and therefore 
better guesses than those made heretofore.” 

Most of the discussions of the BLS index up to this time—including the 
report of the Special Committee of the American Statistical Association and 
the various Bureau of Labor Statistics discussions—have emphasized so much 
the technical aspects, the statistical refinements and the mathematical pro- 
cedures, that the BLS index has come to mean to many an instrument of 
measurement in which minor changes in the first decimal point may have 
major significance for public policy. The Technical Committee does not imply 
that refined statistical techniques have no place or that care and technical 
proficiency are not necessary in the compilation of such an index. But these 
qualified statisticians seem to wish to emphasize the limitations of the product 
which they obtain at the end of refined statistical sampling procedures and 
mathematical techniques: that it is a rough indicator with a fairly broad 
margin of error—broad enough to make decimal point changes insignificant 
In view of the position of apparent infallibility and razor-edge precision t 
which the public has elevated the BLS index, the members of the Technical 
Committee have evidently sought to take some of the exactness out of it. 

(This should not detract from the importance or usefulness of the BLS 
index. Professional workers have always used this index with these limitations 
in mind, and have found it the best index which has been devised for measur- 
ing a complicated mass of apparently unrelated trends in the retail price field. 
The various analyses of the BLS index have given no reason to change that 
opinion. ) 


3. The Technical Committee makes a detailed analysis of the charge that 
the BLS index does not measure price changes accurately. Most of the sig- 
nificant criticisms which have been leveled at the BLS index are examined and 
it is found that they have some, but very limited, substance. The Committee 
assesses the relative degree of importance of these criticisms in terms of its 
own “guesses” of the effect on the index of a correction to satisfy each legiti- 
mate criticism. The net conclusion is that, as of the end of 1943, correction to 
take account of all these criticisms might have raised the index by 3 to 5 
points.® (BLS Index of Cost of Living, 4th Quarter, 1943—124.3.) An increase 


*When the Steel Panel Report (NWLB Case No. 111-6230-D) was released on Sept 
9, 1944, it was indicated, although without citation to source or authority, that a sight 
downward revision of this figure was made “under date of July 26, 1944.” (See Footnote 
9, Section I-C, of that report.) On a basis comparable with the figures given in the tab 
on p. 855, the range of the differential has been lowered to 3 or 3% to 442 points. 1nIs 
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: 3 to 5 points above a basis of 124 on the Index would be an increase of only 

4 per cent, This is a change not large enough to disturb the general 
picture described by the Committee, which indicated notable 
‘screases in the amount of “real” consumption of goods and services. 

\ direct comparison is made of this 3 to 5 point differential, and the 20 
‘ference which was claimed by the Meany-Thomas report. Classifying 
, various criticisms into three types, the Committee allocates a portion of the 
ntial to each type. The Committee’s findings may be roughly summar- 


; follows: 


to 


Differences Stated in Terms of Points 
on the BLS Index at 124 


Criticisms: —— 
Meany-Thomas Mitchell Com- 
Report mittee Report 
ng of prices by stores and greater rise in 8 points 1-1} points 
portant goods not included in the index’ 
Disappearance of low grades of goods and deteriora- 10 points 2-3 points 
n in the quality of goods priced 
Greater retail price increases in smaller cities not cov- 1 point } point 
ered by the index 
Other rent factors 1 point — 
Total divergence from BLS index at 124 20 points 3-5 points 
It should be pointed out that some small portion of this differential 
probably affected the BLS index as early as January, 1941, and that the 
divergence between the index and the relatively minor corrections necessary 
to take account of the legitimate criticisms has grown progressively greater 
ch month of the war disruption. Accordingly, at the time of the Little 
Steel wage decision in mid-1942, when the BLS index had risen to 115, some 


1 of the divergence must already have occurred—perhaps as much as 1 
to 2 points on the index. Of course, the higher the base at January 1, 1941 or 
+2, because of a correction for these inadequacies of the index, the 

smaller the necessary percentage increase in the (corrected) index since these 
_ In the discussion of quality deterioration, it is pointed out that the BLS index 
is intended to take account of “forced uptrading” but to eliminate “voluntary 
’ induced by the war. That is to say, a correction is made when a 


revision is also discussed by Jules Backman in “Observations re: Cost of Living,” pre- 
sented belore the Steel Case Panel on September 28, 1944. 
r ¢ final report of the President’s Committee on the Cost of Living, which is expected 
e released during November, may provide further explanation of this slight’ change. 
includes disappearance of special sales; also includes higher rents in new housing units 
and rooming houses. 
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lower quality of goods is sold at the same price, or the same quality of goo¢s 
is sold at a higher price; but the BLS index excludes the so-called “price 
increase” which occurs when consumers with increased incomes shift to higher 
qualities of goods, with, of course, higher prices. The Technical Committee 
agrees with this and concludes that the Bureau of Labor Statistics, for the 
most part, has done a very good job in carrying through this difficult dis. 
tinction. 

However, the single blunt recommendation on a point of policy which js 
made in the report concerns one effect of the method used by the Bureay ip 
correcting the index for quality changes. The Bureau does not price the very 
lowest qualities of most goods. For families at the lowest income levels there 
is no other alternative, when the poorest quality disappears, but to buy a 
higher quality even though the price is much higher. It is not possible, as it js 
at the average income level, to shift to a poorer quality item at a price the 
same as the previous higher quality item. (In addition, of course, increases jn 
prices of any item have a greater percentage effect in terms of the income of 
the lowest level income receivers than at the average level.) Therefore, the 
effect of the BLS index is to “understate considerably the rise in prices en- 
countered by the families at the bottom of the income scale . . . an important 
fact that should be kept in mind by those who use the index.” 


4. The Technical Committee makes few specific references to the merit or 
lack of merit of any of the earlier reports on this subject. However, the implied 
conclusion of the Technical Committee is a strong added word of support for 
the Bureau of Labor Statistics, and a rejection of the heart of the Meany- 
Thomas criticisms. The Meany-Thomas report is mentioned only in connection 
with the fairly drastic scaling down of its claims from 20 to 3 to 5 points on 
the index; the Bureau, on the other hand, is specifically commended for doing 
“a competent job, under very difficult market conditions.” 

Even on the points where the Technical Committee has concluded that the 
BLS index slightly understates the actual rise in consumer prices, the Com- 
mittee does not make any specific recommendation that the Bureau change its 
methods. The Committee recognizes that because of their basic causes, these 
inadequacies are essentially unmeasurable. The Committee contents itself 
therefore, with implying that a larger appropriation of funds would enable 
the Bureau to improve its index somewhat. 

F. TAYLOR OSTRANDER 

Pittsburgh 


A Note on Methodology in Modern Economic Theory 


Dr. Otto von Mering’s article on “Some Problems of Methodology in Mod- 
ern Economic Theory” presents a discussion of the relation between economic 


* Am. Econ. Rev., Vol. XXXIV, No. 1 (March, 1944), pp. 87-97. 
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ry and economic policy, with particular reference to the new developments 

« from J. M. Keynes’s General Theory of Employment. Von Mering’s 

‘| conclusion is that political trends largely determine important new 

ents in economic theory. The adaptation of theory to political trends 

: place merely by shifting the emphasis on one or the other of the 

lata in the economic system. Without attempting to belittle the 

hievements of Lord Keynes, von Mering attributes the great triumph of the 

oneral Theory to the fact that it lends scientific support to the important 

| trends of the time, whereas the body of doctrine Keynes attacks, 

| classical” theory, is often out of line with the necessities of present- 

mic interventionism. Von Mering expresses surprise that Keynes, in 

} the rdle of ideas in history, does not mention Pareto’s view con- 

he relation between nonlogical sentiments and logical derivations. I 

| that in a discussion of methodology dealing particularly with the 

theory to practice von Mering does not even mention American 

In the following discussion some contributions of pragmatism are 

to the problem of the relation of economic theory to policy in the 
which von Mering discusses it. 

- von Mering’s general conclusion that vital new developments in 

theory arise in close association with problems of economic policy, 

; in complete agreement. One need only look to the great figures in 

economic thought to find substantial verification of this general 

My fundamental criticism of Dr. von Mering’s position is that in 

iis article he concludes that policy is prior to theory, whereas he 

ynes’s theory in Part II as though theory were prior to policy. The 

nsideration is broader in Part III than in Part II, but there is 

the breadth of consideration which calls for a shift in ground so far 

rity of policy is concerned. The following quotations indicate that 

: assigns priority to Keynes’s theory in the sense that he looks on 

policy as something which should follow from his theory. In opening 

ses the question to be answered: “‘Does the suggested | Keynes’s | 

necessarily from the theory?” and again, “The question arises 

hin the framework of the Keynesian ‘theory, the measures just 

ire the only ones to assure full employment’’; and at the close of 

1, “. .. the Keynesian theory . . . advocates a policy. . . .’* I do not 

ne cannot start with theory and proceed to an analysis of policy. 

following discussion will suggest what seems to be the appropriate 

ing this. The weakness of von Mering’s position lies in the way in 

relates a particular theory to the theorist’s policy. His approach fails 

that paralleling his proposition that politicians prevail over 

the no less significant proposition that important new developments 

theory arise specifically from the thought of those who are them- 

ly concerned with problems of contemporary policy. This is not the 

ionstrate the general validity of this latter thesis, but it will be 

apply to Keynes’s theory, the particular subject of von Mering’s 


pp. 88, 89, 94, 
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If one wishes to proceed, as von Mering does, from theory to policy. | 
suggest this can best be done by investigating policy as the operational meap. 
ing of theory. The operational approach has come to play an important rile ip 
modern philosophy and natural science, but it has been used hardly at all in g 
self-conscious manner in economics. While no attempt will be made here ty 
explore the full implications of this approach to economic concepts, a fey 
suggestions may serve to indicate how such an approach might be applied to 
Keynes’s theory. 

Keynes tells us the three main gaps in economic theory have been “the 
analysis of the Propensity to Consume, the definition of the Marginal Eff. 
ciency of Capital and the theory of the Rate of Interest.”* Around these 
concepts center the distinctive aspects of Keynes’s theory. The operational 
meaning of these three independent variables can be discovered easily jn 
specific policies advocated by Keynes. Each points to some aspect or sector of 
the economy which, in Keynes’s view, should be influenced to alleviate the 
outstanding fault of modern economic society, unemployment. 

In Keynes’s theory the propensity to consume has its most important 
operational meaning in terms of reducing inequalities in the distribution of 
income and wealth. A more equal distribution would increase the demand {or 
consumers’ goods from a given level of national income and thus induce a 
larger volume of employment and income. The specific means of achieving 
this aim is through highly progressive taxation in the form of income taxes and 
death duties. 

The chief characteristic of the marginal efficiency of capital is its great 
instability. It is so unstable that at times it may fall so low that no reduction 
in the rate of interest can induce sufficient investment. To alleviate the con 
sequences of instability in the marginal efficiency of private capital Keynes 
advocates government direction of total investment, including a public works 
program.* In addition, since the stock market is partly responsible for the 
instability of the marginal efficiency of capital, Keynes recommends a stock 
transfer tax to keep speculators out of the stock market so that it may function 
in the interest of enterprise rather than speculation.°® 

The uniqueness of the Keynesian theory of the rate of interest runs in terms 
of the importance of controlling the rate of interest. Here the novel concept is 
liquidity-preference. The essence of liquidity-preference for the speculative 
motive is that people prefer to hoid their wealth in the form of money because 
they anticipate or fear that the rate of interest may rise in the future to such 
an extent that the loss in capital value from the higher rate of interest will 
more than offset the temporary gains in the form of annual yields at the exist- 
ing low rate of interest. In order to lower the long-term rate of interest it i 
imperative to convince wealth-holders that the long-term interest rate will not 


*The General Theory of Employment, Interest and Money (New York, Harcourt Brace 
1936), p. 31. 


* Ibid., pp. 164, 378. 
Ibid., p. 160. 
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-ise in the future.* In pursuance of this end a powerful monetary authority 
be established. Whereas the “classical” economists (Professor Pigou, 
explain unemployment in terms of too-high wage rates, Keynes explains 

»yment in terms of too-high interest rates. But Keynes’s practical sense 
trong to lead him to attach sole importance to the interest rate and so 
save the parallel stress on the marginal efficiency of capital, as mentioned 


ab ve." 
This illustrates, if only inadequately, what is meant by finding the opera- 
‘onal definitions of theoretical concepts such as the propensity to consume, 
narginal efficiency of capital and liquidity-preference. Their meanings 


are found in the modifications, the “differences” they make. This represents 
an attempt to apply to economics the pragmatic maxim of Charles Peirce,* 
nosed as a method for “clarifying ideas, eliminating specious problems, 
inmasking mystification and obscurantism h:ding under the cloak of 
profundity.”® John Dewey and his followers have elaborated 
undamental maxim into a philosophy of scientific method. While 
hilosophers can suggest useful methods of procedure, the task of making 
the appropriate application to economics remains the task of economists. For 
measurement is less important for the operational approach in 
-s than in modern physics.’° The operational concept, which is used 
to explain theories as plans of action in the sense that Dewey defines 
plans of action,’* may also be used in a more descriptive sense, e.g., 

efine an institution as what an institution does. 


ippear that the liquidity-preference theory has meaning in terms of the non- 
y of interest rates rather than the reverse, as I have contended. Here one must 
between the present stage of economic development in which Keynes believes 
considerable room for stimulating investment by reducing interest rates via 

es, and a future stage in which he believes liquidity-preference will set a 

hich no ordinary policy can reduce interest rates further. It is in this future 

t Keynes suggests some proposal like stamped money may be the answer to the 
General Theory, p. 207; cf. also The Times (London), January 14, 1937, 


Theory, p. 164. “For my own part I am now somewhat sceptical of the success 
monetary policy directed towards influencing the rate of interest. . . . It 
that the fluctuations in the market estimation of the marginal efficiency of 
s of capital . . . will be too great to be offset by any practicable changes in 
terest.” 
riginal statement of the pragmatic maxim was as follows: “Consider what 
night conceivably have practical bearings, we conceive the object of our con- 
e. Then, our conception of these effects is the whole of our conception of the 
cted Papers of Charles Sanders Peirce, edited by Charles Hartshorne and Paul 

bridge, Harvard Univ. Press, 1934), Vol. V, p. 258. Dewey states the principle 

sm simply as referring every reflective thought “to consequences for final mean- 

Essays in Experimental Logic (Chicago, Univ. of Chicago Press, 1916), p. 330. 

Nagel, “Charles S. Peirce, Pioneer of Modern Empiricism,” Philosophy of Science, 
Jan., 1940), p. 73. 

rcy W. Bridgman, The Logic of Modern Physics (New York, Macmillan, 1927), 


'. John Dewey, Logic, The Theory of Inquiry (New York, Holt, 1938). 
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Just as Peirce offered his pragmatic maxim to philosophers in order ty 
bring an end to disputes which no observation of facts could settle because 
they involved terms with no definite meaning, so a similar technique can be 
used by economists for the same general purpose. Few economists would 
dissent from the proposition that if economics is to be a science, there must 
be an appeal to facts in testing hypotheses.’* Unfortunately the kind of theory 
articulated by economists has too frequently remained of a purely formal 
nature, and on this level propositions defy an appeal to facts. If there js to 
be empirical verification, some kind of operations, #.e., some policy, behavior. 
or plan of action must be involved either explicitly or implicitly. Thought 
is directed by the necessity of action. If we start with theory, we should try 
to discover its operational meaning, i.e., the operations necessary in order to 
put the theory into practice. After discovering the meaning of the theory in 
these terms, we may proceed to investigate its validity by an appeal to facts 

Dr. von Mering’s article suffers from the lack of a clear-cut distinction 
between meaning of theory and workability of program. Part II is actually 
a criticism of the workability of Keynes’s program rather than a criticism 
of Keynes’s theoretical concepts. Keynes’s theory has its meaning in terms 
of a program of reform. One should ask what policy is the counterpart of a 
given theory. When von Mering points out that policies other than those 
advocated by Keynes might follow from Keynes’s theory, he is indulging in 
analyses which have no relevance so far as Keyenes’s theory is concerned 
In brief, I am contending that these general Keynesian concepts have a 
specific practical meaning, discoverable by the operational approach, and 
unless this is realized and taken specifically into consideration in evaluating 
and criticizing his theory, we are in danger of wandering all over the place 
and probably will succeed only in replacing the criticized theorist’s ideas on 
policy withour our own ideas about what is better policy. This does a theory 
the injustice of not criticizing it on its own ground. Von Mering is guilt) 
of wandering when he points out that fear of changes in the rules of the 
capitalistic system may increase investors’ preference for liquidity, and again 
when he says that the governmental intervention suggested by Keynes may 
lower the marginal efficiency of capital, reduce the inducement to invest and 
thus defeat the main purpose, which is to increase total employment. Von 
Mering may be correct in these contentions regarding the workability of 
Keynes’s program. But that is not the point here. The point is that he raises 
the wrong question when he asks, “Does the suggested policy follow neces- 
sarily from the theory?” It seems doubtful that any policy follows nec: 
from any set of abstract theoretical concepts. One can discover what fol! 


* The nature of “facts” and their relation to different approaches to economic theor) 
recently has been discussed by Allan G. Gruchy, “Facts and Reality in the Social Sciences 
Ethics, Vol. LIV, No. 3 (April, 1944), pp. 216-22. 

“ Dewey’s interpretation of testing a theory would emphasize that knowledge is 
toward future consequences. “The implied agreement with the facts is in no \ 
formity with the given, present or past, but a better organization of activity in 
moving in the direction of the future.” Dominique Parodi, “Knowledge and 
Dewey’s Philosophy,” The Philosophy of John Dewey, edited by P. A. Schilpp | 


Northwestern Univ. Press, 1939), p. 234. 
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1a theory by knowing from what the theory started. This is not reasoning 
le. It is merely one way of saying that theory and practice are 
_ and that policy is psychologically prior to theory. 
al continuity between Parts II and III of von Mering’s article 
rest on an exaggerated distinction between “theorist” and “‘poli- 
[he theorist is viewed first and most importantly as one who elabo- 
se aspects of policy to which his theory leads him. Thus we find 
ing saying “. . . Keynesian theory advocates a policy.” Though 
; interest in social reform is mentioned, there is no suggestion in 
1's analysis that a certain theory is articulated because the prag- 
selective perspective of the theorist leads him in that direction. 
to agree with von Mering that the politician has little interest in 
. The politician likes and dislikes theories because they are or 
renial to the kind of policies for which he stands. The net out- 
ilarity for those theories which are most in keeping with political 
it the world of policy is prior to the world of theory not only in 
that theories which are to survive must conform to underlying 
ds, but also in the sense that the thought of “theorists” represents 
\isticated way of thinking about policy. It is commonplace that 
’ man with his characteristic repugnance for “theory” does not 
y, but merely succeeds in fooling himself and perhaps others by 
; generalizations. In von Mering’s context a better distinction 
tween “theorists” and “politicians” would be between “good” 
| one tvpe of “bad” theorists, and between articulate and con- 
izations. 
y, in the case of Keynes we have a theorist who has been as 
erned with policy as any other living economist. He had plans 
x the Versailles Treaty, for monetary reform in the twenties, for 
iployment in 1929, a “plan to save the world” at the World 
nference in 1933, a plan to “pay for the war” in 1939, and 
a plan for international monetary stabilization as a phase of 
nstruction. A study of Keynes’s thought in the years in which 
were appearing shows clearly that his practical concern has 
; theoretical emphasis. Keynes the man of policy has given vitality 
the man of theory. He has had ideas in the sense of Dewey’s “plans 
Because he was so vitally interested in policy he worked out his 
theory as an argument for his policy. Thus he drew economic 
< to the path of realistic policy. 
as Dr. von Mering says, the policy for which Keynes stands 
becoming accepted by statesmen and politicians. Here Keynes’s 
an interventionist is analogous to Adam Smith’s position as a 
or laissez-faire. Smith criticized mercantilist theory and policy 
olicy which was already becoming accepted. Likewise Ricardo 
he corn laws with a new economic theory which arose from 
popular free trade ideas. In spite of bitter criticism and ‘great 
from high academic authorities, Keynes is winning a substantial 
Even Professor Pigou, who in 1936 wrote a scathing review of the 


to 
ause : 
nm ho 
ii UC 
oul 
COry 
rmal 
is t 

noht 

ea 

ted 


862 THE AMERICAN ECONOMIC REVIEW i DECEMBER 


General Theory, has now accepted much of the Keynesian position.* The 
recent White Paper on post-war employment policy by the British Goverp. 
ment is essentially a Keynesian program,’® and in some respects it goes 
beyond Keynes in the extent of government intervention and responsibility 
for employment. 

It is no accident that the man who has more claim than anyone else to be 
called the outstanding economist of his day should have repudiated orthodox 
economics, upon which he was reared and which he taught for many years, 
A vital interest in practical policy has often led to the creation of significant 
new economic theory. Since the theorist cannot make his own history, there 
is, for example, little point nowadays in elaborating arguments for /aissez 
faire or in explaining unemployment in terms of wage rates which are to 
high, which in effect is what “classical” theory did by implication if not 
always explicitly. But within limits which are set by broad historical circum. 
stances the economist can play a significant role in the world of affairs, and 
this Lord Keynes has done. The difference between the theorist and politician 
is not, as von Mering contends, that the politician enjoys an innate superiority 
over the theorist, and still less that the theorist is more powerful than th; 
politician, as Keynes contends. The difference is that the politician must 
live in the real world if he is to survive. The theorist need not live in the 
real world, but he must do so if his theory is to survive. 

Dub ey 
University of Maryland 


New Trends in Russian Economic Thinking? 


A rather formidable problem of imputation confronts an economist attempt- 
ing to comprehend the sensation caused by the article, “Teaching of Econ mics 
in the Soviet Union.’”* The ado is indeed extraordinary. A paper which under 
“normal conditions” would become at best a matter of heated debates among 
outspoken members of the Marxian school commanded considerable space 
and editorial attention on the part of the New York Times, provoked con- 
ments on a number of professional economists in this country and elsewhere, 
and found publication in the American Economic Review, which is not usually 
concerned with technical discussions among Marxian economists. A con- 
scientious appraisal of its contents reveals little which warrants such a re- 
markable success. What are the main contentions of the article? To what 
extent do they represent a departure from orthodox Marxian economics as ac- 


cepted in the Soviet Union? What contribution does the article make to 


Economica, Vol. III (May, 1936), pp. 115-32. Cf. Paul A. Samuelson, “Pigou's Em- 
ployment and Equilibrium,” Am. Econ. Rev., Vol. XX XI, No. 3 (Sept., 1941), pp d 

* Ministry of Reconstruction, Employment Policy (London, His Majesty's Station 
Office, May, 1944). This paper is reported to have been written in part by young men 
the British Government who have been directly influenced by Keynes. 

*Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944), pp. 501-30. 
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economic theory of Marxism or to a better understanding of the Soviet 
The article starts out with a criticism of the manner in which political 
nomy was taught in the departments of economics of Russian universi- 
os? The teaching method was indeed inadequate. The courses in “economic 
heory,” taking up a large part of the curriculum, covered in the main the 
‘hree volumes of Marx’s Capital. Other writings of Marx and Engels (Critique 
i Political Economy, Theories of Surplus Value, Anti-Duehring, etc.), as 
vel] as books and articles by Marxian authors such as Kautsky, Hilferding, 
Luxemburg, or Bukharin, Preobrashensky, Rubin et al., were introduced 
the course of the instruction as auxiliary, explanatory reading. The student 
trained to assimilate the theory contained in Capital and to understand 
he numerous controversies among later Marxists pertaining to one or the 
ther phase of Marxian economics. The objection to this procedure raised 
the authors of the article (and voiced incidentally a good many years 
by other teachers of economics in Russian colleges) is twofold. First, 
neither Capital nor any of the other works of Marx were conceived of as text- 
books for institutions of higher learning. As Marx himself stresses in the 
Preface to the first volume of Capital, his way of presentation differs from 
the way of research. “Of course the method of presentation must differ in 
form from that of inquiry. The latter has to appropriate the material in detail, 

analyze its different forms of development, to trace out their inner con- 
nection. Only after this work is done, can the actual movement be adequately 
described. If this is done successfully, if the life of the subject matter is 
ideally reflected as in a mirror, then it may appear as if we had before us a 
mere @ priori construction.’”* It is obvious that without at least a general 
grasp of the most important characteristics of the capitalist economy an ap- 
preciation of Marx’s theory is utterly impossible. His theorems become void 

all concrete meaning, “learned by heart” as articles of faith. It is perfectly 
understandable, therefore, that the authors of the article insist on an arrange- 
ment in which factual information should form the backbone of the course, 
and provide first the elementary knowledge of the workings of a capitalist 
economy before its analysis can be undertaken. This is particularly necessary 
{ this analysis is conducted on as high a level of abstraction as the one adopted 
in Marx’s Capital Such an order of presentation, which might have some 


merit in the teaching of economics in our colleges, is absolutely indispensable 


in Russia. The young student of a Russian university knows about capitalism 
nly by hearsay. What is everyday common observation and experience of 

The criticisms hardly apply to the teaching of this subject in high schools or “junior 

ege e the field received, presumably, only minor attention. The discussion re- 

graduate studies which prepare professional economists. 

Karl Marx, Capital (Kerr ed., Chicago, 1906), Vol. I, pp. 24 f. 

excellent analysis of the method of abstraction employed by Marx in his economic 
s presented by Henryk Grossman in “Die Aenderung des urspruenglichen Auf- 

D es Marxschen Kapital und ihre Ursachen.” Archiv fuer die Geschichte des 

sosiatismus und der Arbeiterbewegung, herausgegeben von Carl Gruenberg, Band XIV, 

. d g 1929). Cf. also Paul M. Sweezy, Theory of Capitalist Development (New 
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a non-Russian freshman is terra incognita to his Soviet counterpart. How cay 
he understand, appreciate, criticize Marx if notions like competition, free enter. 
prise, markets, profits, monopolies are actually outside of his empirical per- 
ception and beyond his intellectual horizon? 

Nor is that the end of the matter. The course on Marx which, if properly 
conducted, could provide excellent training in abstract economic thinking and 
scientific method is entirely divorced from the other parts of the curriculum, 
Just as our lectures on Value and Distribution have very few genuine trans. 
mission belts to the most essential treatment of Money and Banking, Indys. 
trial Organization and Control, Business Cycles, etc., the courses in economic 
theory in Russia remain basically unrelated to the central parts of the training 
program for a professional economist: Economic Planning, Economics of §». 
cialist Industry, Economics of Collectivized Agriculture, Economics of the 
Monopoly of Foreign Trade, etc. The unity of theory and practice—a cele. 
brated maxim of all Marxian methodology—is thus badly disrupted. Marxian 
theory is thus forced into becoming a set of dogmas irrelevant to the actual 
work and problems confronting a young Russian economist. 

This unsatisfactory state of affairs has to be remedied—according to the 
authors of the article—by a reorganization of the teaching of theoretical 
economics. Economics of capitalism has to be taught as part and parcel of a 
course in general economic history. Marx’s theory has to furnish the tools 
for the analysis of the capitalist process. The methodological training thus 
secured has to be employed for the understanding of the actual, burning prob- 
lems of the economic structure of the Soviet Union. 

The propaedeutical part of the article is thus so far plain sailing. 

The trouble with the teaching of political economy in Russia is, however, 
not confined to the formal arrangement of the instruction. Grave mistakes 
are committed—in the opinion of Messrs. Leontiev e¢ al.-—also in inter- 
pretation and evaluation of the subject matter itself. These mistakes, although 
listed in an almost random fashion, seem to have something in common. They 
all represent “ultra-left” aberrations and all tend to promote an attitude 
which does not conform to the present tenets of Soviet policies and thinking 

2. There is first the treatment of capitalism. Brought up in the awareness 
of capitalist encirclement, accustomed to the notion that all capitalist coun- 
tries form an imperialist bloc directed against the Soviet Union, Russian 
economists—according to the article—have tended to regard the entire non- 
Russian world as an undifferentiated reactionary camp. Such an attitude 
is condemned as erroneous and as barring the proper understanding of cur- 
rent events. It violates the “historic principle” underlying Marxian economic 
thought, and leads students to believe that capitalism always was and is an 
obsolete, backward form of social organization. Presenting it as a system 
evil in all respects, the teachers of economics created the impression that 
ever since the pre-historic days of communism mankind lived in state of 
squalor and stagnation from which it will emerge only after a socialist revo- 
lution. This throws overboard the entire concept of historical materialism, 
and—what is worse—renders it impossible not only to comprehend adequately 
the reality of the capitalist world but also the processes taking place in the 
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EMBER 
OW can Soviet Union. How could it be reconciled with this view that Russia still 
2 enter. draws heavily upon the technical and scientific achievements of capitalist 
al per. ;. that Russia still regards as its most ambitious aim reaching (and 
a the levels of output and welfare attained in the United States 
roperly and Great Britain? And—most important—how could it be explained on the 
ng and ba such a doctrine that, in its desperate struggle for survival, the Soviet 
culum, Union is aided by such undeniably capitalist societies as the American and 
trans. the British? 
Indus- t y to understand that under present political conditions all attempts 
onomic  propagandize such views—even in a disguised way—have to be sharply 
raining ebufied by the official ideologists of the Soviet government. In expelling 
of co ‘hem from the teaching of political economy, Messrs. Leontiev et al. can 
of the readily fall back upon numerous writings of Marx and Engels developing 
a cele. the theory of historical materialism as well as upon authoritative statements 
larxian ‘ Lenin and Stalin who, in advancing their celebrated “law of uneven de- 
actual velopment of capitalist countries,” supplied the formula for the rationaliza- 
tion of the present Russian relations with the outside world. The authors 
to the of the article certainly stand here on orthodox ground. The surprise which this 
yretical reminder of the fundamental propositions of Marxism has caused among some 
el ofa non-Russian writers can only be attributed to lack of understanding of the 
e tools litica y of Bolshevism which sharpens one tool today and another 
7 thu 0rT rom its old ideological arsenal, depending on what the historical 
z pro uation demands. 
3. But if the uncritical blurring of the historical functions of capitalism, 
ihilism of any kind as concerns the question of democracy” (p. 510),° 
wever, ct of “the difference between the structure of the state in 
istakes s-democratic countries on the one hand, and fascist nations on the 
inter- p. 511) stand in the way of an understanding of the relations be- 
though ween the Soviet Union and the rest of the world, they also may produce 
. They dangerous views on the structure of Soviet life. Disposing of capitalism as 
ttitude a reactionary, obsolete form of society, the criticized teachers of economics 
inking in R have explicitly or implicitly asserted that the economic system pre- 
reness vailing in Russia has nothing whatever in common with the capitalist past. 
coun- Such an “ultra-left radicalism” is altogether pernicious, according to Messrs. 
‘ussian Leontiev et al. It really would imply an extremely threatening attitude toward 
e non- the Soviet economic system. If the abolition of capitalism in Russia should 
ttitude be regarded as an immediate transition into the “Millennium of Freedom,” 
yf cur. how indeed should the Soviet reality (even before the devastations caused 
momic by war) be reconciled with such an image? How could it be rationally ex- 
| is an lained that the years of Russia’s industrialization were accompanied by 
ystem eat, and tears”—hardly less so than the epoch of “primary accumu- 
1 that lation of capital” so masterfully described by Marx and Engels? 
ate of This perplexity is, however, removed as soon as not only the radical 
revo- ferences but also the essential similarities between socialist and capitalist 
alism, economies are clearly recognized. In advancing this consideration Messrs. 
uately "| ze numbers in parentheses refer to the translation of the article as published in 
in the September, 1944, issue of the American Economic Review, Vol. XXXIV, No. 3. 
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Leontiev e¢ al. tread again upon orthodox ground: “. . . but while even th. 
most completely developed languages have laws and conditions in commoy 
with the least developed ones, what is characteristic of their developmen: 
are the points of departure from the general and common. The condition; 
which generally govern production must be differentiated in order that the 
essential points of difference be not lost sight of in view of the general pj. 
formity which is due to the fact that the subject, mankind, and the objec; 
nature, remain the same.’ 

These similarities go further. Not only are the subjects of all economic 
activity in capitalism, as well as in socialism, men," and the object of their 
economic efforts the control over resources of nature, but both systems als 
have to function within a circumscribed framework of rationality and de. 
terminateness. Available manpower and existing natural resources may be 
earmarked for different purposes, may be allocated in various ways, may be 
combined in manners yielding better or worse results; they cannot, however. 
be multiplied at pleasure or qualitatively changed over night. “Economic 
necessity” or “objective limitations” in this sense clearly existed under 
feudalism, exist under capitalism, and will continue to exist under socialism, 
Being essentially an elementary notion from the physical sciences, this “eco- 
nomic law” is indeed independent of the organization of society, which hus- 
bands its resources in a particular way in each particular period of time. 
Messrs. Leontiev et al. take considerable pains to stress this rather obvious 
circumstance, and the space and energy devoted to this subject illuminate 
sharply the main purpose of their article. Too many enthusiastic believers 
in the omnipotence of the Soviet government and of its centralized economic 
planning, intoxicated by the accomplishments of the successive Five Year 
Plans, seem to have regarded the sky to be the only limit to the possibilities 
of Russia’s economic and social effort. Such overoptimism, when confronted 
with all the compelling stringencies characterizing the real world, yields 
easily to despair, resignation and defeatism. Stigmatized as the “most vulgar 
voluntarism which may be summarized as follows: in place of an orderly 
process of development, there is arbitrariness, accident and chaos” (p. 514), 
this “ultra-left” school of thought represents actually the most important 
“aberration” which the article endeavors to correct. 

4. But that is where Messrs. Leontiev e¢ al. themselves get into rather 
deep water. In their zeal to refute the “overoptimists,” to prove that the 
socialist society (at least in its early phases) “is . . . in every respect tainted 
economically, morally and intellectually with the hereditary diseases of the 


*Karl Marx, A Contribution to the Critique of Political Economy (New York, 190+ 
p. 269. The recognition of such similarities represents by no means a departure from 
Marxian orthodoxy, as Professor Landauer seems to believe. (Am. Econ. Rev., Vol. XXXIV, 
No. 2 [June, 1944], p. 341.) In most connections it is the differentia specifica of each dis 
torical period that really matter, in others their common traits. Nobody was more aware 
of it than Marx himself, and the theory of historical materialism is almost nothing ¥ 
not an application of this basic principle to the study of history. 

™ This does not imply an anthropological assertion of the constancy of “man’s nature 
but refers to the rough identity of the physiological phenomena “men” in different his- 
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1. eociety from whose womb it is emerging,”® in their effort, in other words, 
. underscore the similarities between capitalism and socialism, they go to 
-he other extreme and fail to formulate adequately the all-important differences 
: those two systems. Most of the confusion seems to arise from an un- 

terminology. Both capitalism and socialism operate in some regular 
ashion. Events follow each other after a certain pattern and given phenomena 

- combinations of phenomena) produce other phenomena. The assumption 
some such basic orderliness underlies all scientific thinking in the field of 
nomics as everywhere else. What indeed could be said about the eco- 
nomic life of a society if it could not be assumed that institutions, customs 
and people do not change over night in some topsy-turvy fashion but display 
, certain degree of stability? This has nothing to do with an assumption of a 

‘atic circular flow, or of the principle natura non facit saltum; it presupposes 

nly that social and economic developments, regardless of their contents, and 
>i the forces by which they are propelled, proceed in some “orderly” fashion, 
and manifest some discernible regularity. The regularity observable in the 
functioning of the capitalist economy Marx has called the “law of value.” In 
his lucid exposition of Marxian economics Paul M. Sweezy explains very 
early the meaning of this term: “, . .what Marx called ‘the law of value’ 
nmarizes those forces at work in a commodity producing society which 
regulate (a) the exchange ratios among commodities, (b) the quantity of each 

|, and (c) the allocation of the labor force to the various branches 
yroduction. The basic condition for the existence of a law of value is a 
society of private producers who satisfy their needs by mutual exchange.’ 
Now clearly this basic condition for the operation of the “law of value” 

does not exist in the Soviet Union. The Russian society is anything but “a 
society of private producers who satisfy their needs by mutual exchange.” 
The exchange ratios among commodities” are “set by the state.” “The setting 

i prices takes into account the tasks of socialist accumulation as well as the 

raising the standard of living and the cultural level of the toiling 
iasses. The social costs of production serve as the starting point in the 

setting of prices” (p. 523). What relation do prices established in such a 

bear to the “exchange values” in a capitalist economy, which in 

Marx’s theory are determined by the socially necessary quantities of labor 
required for the production of a given commodity, and by the process of 
equalization of the rates of profit? 

It is equally obvious that the quantities of individual commodities pro- 


Ula 


‘Karl Marx as cited on p. 520 of Am. Econ. Rev., Vol. XXXIV, No. 3 (Sept., 1944). 
rhe Theory of Capitalist Development (New York, 1942), pp. 52 f. 
ntally, it is a moot problem whether goods produced in Russia could be legiti- 

called “commodities” in the Marxian sense. “As a general rule articles of utility 
e commodities only because they are products of private individuals or groups of 
ividua ) carry on their work independently of each other.” Karl Marx, Capital 
err ed., Chicago, 1906), Vol. I, pp. 83-84. 
ra somewhat more detailed discussion of the principles of Russian price and cost 
ons, see Paul A. Baran, “Cost Accounting and Price Determination in the Soviet 
n Cost Behavior and Price Policy, ed. by E. S. Mason (New York, Nat. Bur. of 
“con, Research, 1943), pp. 305 ff. 
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duced in Russia are not determined by the operation of the “law of valye” 
or, what is the same, by autonomous decisions of independent, competing 
producers catering to a market in order to earn a profit. As the authors of 
the article themselves state (p. 524), the state’s national economic plan 4 
rects strictly what quantities, qualities and types of commodities are produced, 
Nor does the economic plan attempt to gauge what allocation of resources 
would have resulted from the free working of the “law of value.” “. . . The 
Soviet State broke the law of capitalism—the law of average rate of profit 
. .. and was thus able to create a heavy industry which at first was running at 
a loss or at least did not yield a profit.” “If this country had had a bourgeois 
system [governed by the “law of value”] instead of a Soviet system, we 
still would be without a backbone of any heavy industry” (p. 526). 

The allocation of the labor force, finally, is certainly not subject to the 
operation of the “law of value.” How indeed could it be. all productive re. 
sources being controlled and apportioned among different uses by the central 
planning authority? And how could the “law of value’’ determine wages which 
are the main mechanism of allocation of the labor forces since the most im. 
portant condition for its functioning—an industrial reserve army assuring 
that the price of labor power oscillates around the value of labor power'*—is 
lacking in the Soviet Union? 

To quote Dr. Sweezy: “in so far as the allocation of productive activity is 
brought under conscious control, the law of value loses its relevance and in- 
portance; its place is taken by the principle of planning. . . . Valve and plan. 
ning are as much opposed, and for the same reasons, as capitalism and 

5. Why, in the light of the foregoing, do Messrs. Leontiev et al. drag the 
law of value into the discussion and maintain its validity for the Soviet eco- 
nomic system, particularly since they themselves state quite correctly that 
the “economic laws of socialism in their character, contents, method of action 
are fundamentally different from the economic laws of capitalism” (p. 518)? 
One reason may be the terminological muddle surrounding the notion of 
“law.” It has to be clearly realized that there exists a considerable difference 
between laws representing generalizations derived from the observation of 
certain regularities of economic (or, for that matter, any other) development, 
and objective limitations or necessities imposed upon conscious economic plan- 
ning by the (at least in the short run) immutable data of the outside world 
While the inevitability of business cycles under capitalism may serve as an 
example of the former, the impossibility of investing a part of the annual na- 
tional product simultaneously with the consumption of this part may be an 
illustration of the latter. Now the “laws of socialism” cited by the authors 
of the article clearly belong to the latter group. 

The impossibility, for instance, of providing members of the Soviet society 
at its present stage of development with goods and services in quantities which 
would satisfy all their needs is not an “economic law.” It is a limitation 

% Cf. Oscar Lange, “Marxian Economics and Modern Economic Theory,” Rev. Econ 
Stud., Vol. II, No. 3 (1935), particularly pp. 198 f. 

* Op. cit., pp. 53 f. 
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resulting from a scarcity which may (and certainly will) be overcome in the 
‘yture communist society, but which has to prevail under conditions of only 
nadequately developed productive resources. The compulsion, furthermore, 

keep the standard of living of the masses on a rather low level in order to 


be able to devote a considerable share of the national product to purposes of 
ment is another case in which it is misleading to speak of an “economic 
law.” It simply is a statement of the elementary physical fact that one cannot 
have one’s cake and eat it too. 
There is another group of phenomena which the authors of the article call 
“Jaws.” confusing the issue still further. “Socialist industrialization was a law 
‘ socialist development of our society” (p. 517; italics supplied). In the next 
sentence, however, the writers speak of this “law” as an “economic necessity 
_recognized in time by our Party . . .” (loc. cit.). The latter statement is 
perfectly correct. If socialism had to be built in the Soviet Union (and that 
was a decision consciously made by the leadership of the Communist Party 
ind actively or passively supported by the population), if Russia was ever 
‘o reach high levels of welfare and economic independence, if the country was 
to become militarily impregnable, industrialization was certainly an economic 
necessity. As soon as this goal was set in principle, the speed and manner of 
its attainment were determined by the availability of resources, and indeed by 


‘economic laws.” It was the operation of these laws, for instance, which 
explains the inflationary developments in the early years of industrialization. 
It is the functioning of these laws, to take another example, which explains 


he reluctance of the peasants to sell their goods without having an assurance 
f equivalent supplies of industrial products. 
But what advantage is there to be had from indiscriminately calling physical 
imitations imposed by nature (if only temporarily), historically observable 
regularities of social development, and average human reactions characteristic 
f a specific period in history “economic laws’’? And in particular what clarifi- 
cation or knowledge is added by the subsuming all these various aspects of 
economic and social processes in different economic systems under the notion 
a “law of value,” which obviously has been conceived of by its author as 
a principle ruling the working of a capitalistic society? The only result of such 
a procedure is to deprive the “law of value” of all its meaning and significance 
and to turn it into a night in which all the cats are gray. 
This entire controversy would be futile quibbling about words and defini- 
ons hardly worth the time and energy devoted to it, were it not for the fact 
the actual business which the authors of the article had to attend to is 
f genuine importance and interest. They set out to explain why, under the 
present conditions in Russia (or rather under conditions immediately preced- 
ing the war and most likely to prevail in the early years after the war), com- 
munism has not yet been fully realized. Faced with the fact of low and un- 


equal remuneration of labor,’* confronted with the dire necessity for an ex- 
id e as 


+ 


sertion of R. Dunayevskaya, however, that “there is incontrovertible evidence 
exists in Russia at present a sharp class differentiation based upon division of 
between the workers on the one hand, and the managers of industry, millionaire 
Rhosniki, political leaders and the intelligentsia, in general, on the other” (Am. Econ. Rev., 
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tremely severe husbandry of resources, Messrs. Leontiev e¢ al. regard it as 
desirable to invoke the authority of Marx in order to justify this difficult state 


created by Marx, that his method in political economy, that his awareness 
of the determinateness prevailing in economic and social developments are 
indispensable tools of analysis of any historic process, including the one which 
unfolded itself in the last twenty-five years in Russia. Even the few scat. 
tered remarks on the structure of a socialist society contained in the works 
of Marx and Engels are still as important and illuminating as anything 
written on this subject by more modern authors. Nevertheless, as the authors 
of the article pointedly remark, “it would be an absurd and uncritical ap- 
proach to presume that Marx and Engels could foresee and foretell the con- 
crete, practical way...” (p. 521) of the construction of socialism in Russia, 
Why, then, try to squeeze considerations pertaining to these most modern 
developments into categories and theoretical models devised and developed 
by Marx and Engels in order to grasp and to explain the functioning of an 
entirely different reality? Why not, armed with all the invaluable equipment 
inherited from Marx, proceed to analyze and clarify afresh the completely 
new, unprecedented social and economic universe created and growing in the 
Soviet Union? And, finally, in doing so why not avail oneself of the (perhaps 
only few and limited) technical “innovations” which modern economic science 
has added to our equipment in the last couple of decades? This would by 
no means reduce the force of the arguments which would rationally compre- 
hend the immense accomplishments attained in the Soviet Union in spite of 
severe limitations and tremendous difficulties standing in the way of its social- 
ist constructon. Nor would it reduce in the slightest the claim to validity of 
Marx’s political economy which was and is a political economy of capitalism. 
On the contrary, it would spare the work of Marx the unenviable fate of being 
needlessly twisted and bent to make it suit purposes for which it was never 
designed. 

It is quite possible that the article of Messrs. Leontiev e¢ al. opens by 
implication some new vistas in Russian economic thinking. It may well be 
that Russian economic planners will some time decide to make use of a num- 
ber of techniques developed by non-Russian economists, which, useless as the) 
Vol. XXXIV, No. 3, p. 532), is entirely gratuitous. R. Dunayevskaya does not accord the 
reader any insight into this “incontrovertible evidence,” and it is very dubious that an) 
such evidence could be produced. Whatever information has come to the attention of t! 
writer points distinctly in the opposite direction. The way in which R. Dunayevskay 
uses the term “class” is also rather disturbing. If a “class” is identical with an incom 
bracket, then clearly there are as many classes in Russia as there are wage and salar) 
groups, If one accepts, however, the sociological notions of Marx according to which 
classes are formed by the economic relations within the society, in particular, by owner- 
ship of the means of production, then it is difficult to see how the existing inequality of 
incomes in Russia could be called “class differentiation.” Such a careless treatment 0! 


a 


basic Marxian categories is particularly unfortunate coming from an author who guard 
so zealously the purity of the Marxian doctrine. 

* Particularly in Marx’s Critique of the Gotha Programme, in Engels’ Wohnungs{ra 
and Anti-Duehring, where, incidentally, many features of the present Soviet economy 
were accurately anticipated. 


of affairs. There certainly is no doubt that the theory of historical materialin 7 
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‘en are in capitalist society, may find their first real application in economics 
; socialist planning. It is not unlikely that, as the process of industrializa- 
yproaches a stage of certain maturity, and the coercion to save and to 
snvest a cordingly recedes, the preferences of the population as to the dis- 
posal of their income, the problems of consumers’ choice, and the concomitant 
necessity to employ more refined and flexible methods of allocation of re- 
sources, may move into the center of interest of Russian economic science. 
There still is, however, a very long way to go. The article by Messrs. Leontiev 
et al. is, if anything, not a departure from Marxian orthodoxy but rather its 
renewed, vigorous affirmation. To read anything else into it is wishful think- 
ing. It is old wine and the bottles are not new either. 
A. BARAN 


Washington, D.C. 


Net Investment, Consumption and Full Employment 


In his review of Pierson’s Full Employment in the March, 1944, issue of the 


Review (pp. 134-37), Alan Sweezy has voiced once again the Hansenian skepti- 
cism about any approach to full employment involving a direct attack on 
consumption rather than on investment. Before discussing this issue, I should 
like to comment briefly on the insufficiently informative, and therefore mis- 
leading, character of the review as a whole. By confining himself to an at- 


mpted refutation of Pierson’s supposed heresies against the neo-orthodox 
ublic investment approach, Professor Sweezy has overemphasized the contro- 
versial elements in the book and has ignored Pierson’s own statement that: 
“What follows is not a program for ending unemployment. It is, rather, an 
attempt to set down the conditions under which unemployment would not 
exist and thus to lay necessary groundwork for a full-employment program.””* 
(Authoe r’s italics.) An example of an actual full-employment program, or 

ther of one segment of such a program, is to be found in Pierson’s article: 
T} e Underwriting of Aggregate Consumer Spending as a Pillar of Full Em- 
ployment Policy,” appearing in the same issue of the American Economic 
Review* as Dr. Sweezy’s review. 

I think it genuinely unfortunate that in his interpretation of the purpose 
of the book Dr, Sweezy has failed to inform the reader of its several major 
contributions to the scientific understanding of objective economic relations. 


Among these contributions may be mentioned the pioneering, and as yet un- 
equaled, theoretical analysis of the importance and meaning of full employ- 
ment and its relation to optimum allocation, the enlightening discussion on the 
nature and forms of production planning and their relation to production for 
market, , and the exceptionally interesting analyses of the relations to full 
employ of monopoly, of price level changes, and of foreign trade. 


Tolessor - Swenupla basic criticism of Pierson’s proposal to underwrite 


‘John H. G. Pierson, Full Employment (New Haven, Yale Univ. Press, 1941), p. 23. 
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aggregate consumer spending is that such action could not influence net invest. 
ment, the variations of which would still render total income and employment 
unpredictable. In answering this criticism, it is first necessary to clear away 
a stumbling block resulting from Pierson’s terminology. Although reference 
is sometimes made in the book to “national income insurance,” the proposal 
referred to is elsewhere more exactly characterized as a government guarantee 
of a given rate of aggregate consumer spending. In estimating what rate oj 
guaranteed consumer spending will produce full employment, it would obviously 
be necessary to allow not only for the employment provided by the production 
of a given dollar volume of consumer goods and services but also for the 
amount of additional employment provided by the volume of investment which 
an assured consumer-goods market of that size would induce. 

But Pierson is entirely aware that speculative movements, replacement 
cycles, sudden technological changes, shifts in foreign trade and investment, 
and other factors, would usually prevent exact correspondence between the 
actual and anticipated rates of private investment. A not inconsiderable place 
is thereby left open for expansion of employment on useful public works and 
work projects to take up any resulting slack in employment. Such a public in- 
vestment program would not have to attempt to compensate for variations in 
consumption, or even for such large variations in private investment as we have 
witnessed in the past, but only for unpredictable variations in a rate of private 
investment that had been largely stabilized by the assurance of a consumer- 
goods market of a predetermined size. A public investment program of this 
sort could be kept within sufficiently narrow limits so that private investors 
would not come to regard it as a dangerous rival to, and potential substitute 
for, private investment and the private enterprise system generally. 

Nor does Pierson place such exclusive reliance on the stimulating character 
of the national guarantee of consumer spending as the reader of Dr. Sweezy’s 
review might easily be led to believe. While Pierson quite properly remarks on 
the stimulating effect on production which a foreknowledge of adequate 
consumer spending would ordinarily engender, he shows himself entirely 
aware that the existence of the guarantee would not of itself necessarily bring 
about a rate of spending that would exactly correspond to the rate guaranteed. 
He realizes, in other words, that the exact achievement of the guaranteed rate 
would ordinarily be effected only by means of fiscal measures deliberately de- 
signed either to retard or to accelerate consumer spending as needed. He 
explicitly recognizes, moreover, that with our present distribution of income 
and tax burdens, with the present strength of monopolistic tendencies, anc 
with the present volume of automatic saving, consumer expenditure is usually 
more likely to fall short of, than it is to exceed, the guaranteed level, and that 
measures to enhance consumer spending would have to be more frequently 
applied than measures to curtail it. 

Sweezy’s characterization of Pierson as a critic of public spending is there- 
fore defensible only if public spending is understood in one particular sense. 
If we mean by public spending the purchase by government of goods and 
services, hence the assumption by government of the responsibility for decid- 
ing which goods and services are to be produced—entailing, as it necessarily 
must, an expansion of the area of planned, as opposed to market-directed 
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aroduction—then it may correctly be said that Pierson has emphasized the 
imitations of public spending as a cure for depression and unemployment. 
But t must equally be remembered that Pierson places great stress on the 
t transfers of purchasing power from the government to private spenders 
necessary to sustain consumer spending, 7.e., whenever, under 
ul] employment conditions, consumer spending threatens to fall below a pre- 
determined guaranteed level. 

Such transfers, which might take a number of different forms (tax reduc- 
tions, tax remissions, additional social security benefits, direct consumer grants, 
etc.), would normally result in additional spending by individuals, according 
to their personal preferences, upon goods and services produced by private 
enterprise for sale in a free market. Whether one wishes to call this process 


pu spending” or not is perhaps debatable; if this is “spending” it is 
spending without buying anything, for the government in this process does 
not become even a nominal purchaser of goods or services. The whole concep- 
tion is, in certain respects, a novel one and does not seem to fit neatly into 


any of the established pigeonholes. 

\!] of the above comments, however, are based on the assumption that the 
demand for new capital goods, and hence the total volume of investment, is 
in » degree dependent upon the rate or level of consumer goods production. 
It is this assumption that Professor Sweezy, following Hansen, explicitly denies. 
“Replacement of existing capital investment,” he writes, “does, broadly speak- 
ing, depend on the aggregate consumption of consumer goods. But the demand 
for capital goods over and above replacement requirements depends, not on 
tal consumption, but rather on the rate of change or growth in the economic 


It is our view that Professor Sweezy in talking of “the rate of change or 
gr in the economic system” is indirectly referring to the results of actual 
or anticipated demand for consumer goods. It follows from the very nature of 
capital goods that they are never ends in themselves. Producer goods have no 

save to produce consumer goods, and the demand for them will necessarily 
reflect the anticipated demand for the consumer goods they may help to pro- 
duce. It is the time factor that has tended to obscure this dependence of in- 
vestment on consumption, for investment depends in the first instance not 
on past consumption, but on anticipated future consumption. 

The future level of consumption is effective, of course, only as it is antici- 
pated in the mind of the investor, and this anticipation temporally precedes 
the investment decision. Moreover, this anticipation is not itself without 
causal antecedents, among which, after due allowance is made for irrational 
moods of optimism or pessimism, we can hardly overlook the prime importance 
of the actual rates of consumption previously and presently achieved, and 
especially of recently observed changes in these rates. Here, as in the case of 
the match dropped inadvertently into the gasoline tank, the cause may, on a 
superficial view, seem absurdly disproportionate to the effect: a very small 
acceleration or deceleration in the trend of consumption of one or more key 
items may, if taken as a significant portent, cause a rapid and radical altera- 
* Alsn R Sweezy, Am. Econ. Rev., Vol. XXXIV, No. 1 (Mar., 1944), p. 136. Cf. Alvin 
Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1941), pp. 302 ff. 
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tion in anticipations, leading in turn to disproportionately large variations 
in investment activity. This action is complicated by the fact that the antici- 
pations of one person will affect the anticipations of another—both irrationally, 
by suggestion, and rationally because the action which the first person takes 
as a result of his anticipations will objectively affect what the conditions wil] 
be for the second person. 

It is not clear how the introduction of the distinction between replacement 
investment and net investment changes in any important respect the depend- 
ence of investment upon anticipated consumption. The fact that it is possible. 
as Sweezy observes, “to maintain indefinitely a high rate of consumer goods 
production without any net production of capital goods at all” (p. 136), 
proves nothing whatever. In a situation in which the level of consumption 
was expected to remain more or less at the current level (i.e., if we may coin 
a phrase, where no “net consumption” was anticipated), net investment would 
not, of course, be necessary and might not appear. But this would not prove 
that anticipations of consumption did not influence investment, but only that 
a perfect adaptation had been made to the level of consumption anticipated. 
Furthermore, why should new or “net” investment be supposed to have any 
different sort of origin or causation from that of replacement investment? After 
all, net investment is not qualitatively distinct from other investment but is 
simply an amount of investment larger than necessary for replacement pur- 
poses. It seems readily enough explained, therefore, on the basis of an antici- 
pation of an increased volume of consumption. 

We must now return to the “rate of change and growth of the economic 
system” upon which, in Professor Sweezy’s view, net investment does depend. 
Apparently the reference here is to “the rate at which new industries were 
developing, new opportunities for investment abroad were being opened up, 
population was growing, etc.” (p. 136). 

It is difficult for this writer to see how any objective account of the develop- 
ment of new industries or the expansion of foreign investment can overlook 
the central réle of anticipated consumer demand. The many examples of 
suppressed or long-unused inventions make it clear that technological innova- 
tion, in the absence of sufficient anticipated demand for new products, will 
not suffice to induce investment. As for foreign investment, recent experience 
should certainly have taught us that investment in an “undeveloped” country 
will rarely, if ever, be profitable unless its nationals, or the nationals of some 
other country are sooner or later in a position to buy the increased output 
which the investment will create. 

Population growth, of course, is a rather different type of factor. The nine- 
teenth-century faith that population growth assured an expansion of con- 
sumer markets may have been an illusion, but it did serve to stimulate invest- 
ment. The declining rate of population growth in our day need offer no 
discouragement to investment as soon as it is generally realized that it is not 
the number of consumers, but the number of dollars they have to spend that 
counts. 

EMILE BENOIT-SMULLYAN 

Washington, D.C. 
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Dr. Smullyan’s note is very helpful in clarifying Dr. Pierson’s analysis of 
the relation between consumption and investment. According to Dr. Smullyan 
net investment depends not on aggregate consumption itself but rather on the 
increase in aggregate consumption. “In a situation in which the level of con- 
sumption was expected to remain more or less at the current level (i.¢., if we 
may coin a phrase, where no ‘net consumption’ was anticipated) net invest- 
ment would not, of course, be necessary and might not appear.” This is un- 
doubtedly what Dr. Pierson meant the reader to understand by his argument, 


but it is helpful to have it stated explicitly. 

The central Pierson-Smullyan thesis, as I understand it, is that a proper rate 
of increase in aggregate consumption will call forth the amount of net invest- | 
ment necessary to offset the saving done by the community at a high level of 
income and hence will keep the economy operating at a full employment rate. 
It will do this, moreover, without any help from “outside” stimuli to invest- 
ment, viz., the development of new resources and new products and the growth 


‘population, and also without supplementation through government deficit 


spending. Many other economists agree with this analysis without necessarily 


drawing the same conclusions as to desirable public policy." 

Two sources of confusion must be cleared up before coming to the main 
issue. In the first place, we must distinguish sharply between aggregate con- 
sumption and the consumption of particular products (or the products of 
particular producers). Aside from the installation of purely cost saving de- 
vices—which probably accounts for but a small part of total investment?— 
no producer would build additional plant unless he anticipated an increase in 


the demand for the product of his particular industry or at least his particular 


firm. But it is quite possible for the demand for a particular product, or the 
product of a particular producer to be increasing while aggregate demand is 
stationary or even falling. The demand for steel, for instance, increased by 
leaps and bounds throughout the depression of the seventies. The demand for 


"H. G. Moulton and Associates, for instance, in discussing future opportunities for 
investment, say: “So long as there remain vast unfulfilled demands for existing kinds of 
g new types of product are not indispensable.” (Capital Expansion, Employment, and 
Econ Stability [Washington, Brookings Inst., 1940], p. 181. Cf. also The New Philoso- 
phy of Public Debt (Washington, Brookings Inst., 1943].) T. J. Kreps at the December, 
1940, meeting of the American Economic Association expressed the same idea: “The central 
thesis of this paper is that opportunities for investment are virtually unlimited—unlimited, 

t is, provided measures to expand the buying power of consumers are vigorously pushed 

{m. Econ. Rev., Vol. XXX, No. 5 [Feb., 1941], p. 177.) Richard Bissell’s con- 

n Post-War Economic Probiems that there will be adequate long-run opportunity 

investment if we succeed in increasing the standard of living fast enough seems 

ed on the same underlying conception of the relation between consumption and 

investment. But I confess I am not sure I have interpreted his argument correctly. See Post- 

war Economic Problems, ed. by S. E. Harris (New York, McGraw-Hill, 1943), pp. 106-07. 

: Unless we include the occupation of better farm land and the opening of richer mineral 
Ceposits under the heading of cost-saving devices. 
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electricity went on growing in spite of the depression of the nineties, the de- 
mand for automobiles through the 1907-08 slump. In 1922, the demand for 
new houses apparently started increasing before income and consumption jn 
general, thus playing an important part in bringing about the general upturn, 
Examples could be multiplied indefinitely. But the point is clear enough with- 
out further illustration. Shifts in consumption, or in methods of production. 
produce an increase in the demand for certain products and thus give rise to 
net investment even in periods where total income and total consumption are 
constant or declining. By the same token there is more investment in periods 
of rising total consumption if shifts are going on within the aggregate than if 
they are not. 

Dr. Pierson and Dr. Smullyan will probably be willing to grant all this. New 
industries, new techniques of production, new resources, new population have 
all been important in stimulating investment in the past. But, they will ask, js 
there any reason why we cannot make up for a lower rate of change and 
growth—relative to saving—in the future by guaranteeing a more rapid in- 
crease in aggregate consumption? In the extreme case, why would it not be 
possible to get along without any stimulus to investment except the increase in 
total consumer demand? 

Confusion arises, secondly, out of a failure to distinguish clearly between 
the problem of recovery from depression and the problem of maintaining 
reasonably full employment once recovery has been achieved. In the first case, 
the supply of labor and other resources is assumed to be highly elastic; in the 
second, the supply of labor, at least, is inelastic except as it may be affected by 
population growth. The recovery problem has, fortunately, been analyzed by 
Professors Paul Samuelson and Alvin Hansen and need not be discussed 
further here.* It is, moreover, the less important of the two. There would 
probably be no great objection to government spending merely as a recovery 
measure. The trouble begins when it comes to maintaining recovery once 
achieved. Dr. Pierson’s scheme for maintaining income by having the govern- 
ment guarantee a certain rate of increase in consumption, and thus inducing 
private enterprise itself to do the necessary investment spending, is designed 
primarily to meet this difficulty. If it would work, it would avoid all the ob- 
jections that are raised to supporting income permanently by means of fiscal 
policy. We may thus concentrate our attention on the question: Could enough 
investment to keep income at a high level be induced merely by guaranteeing 
producers a certain rate of increase in the aggregate demand for consumer 
goods? To simplify the analysis we will assume that there is no other source 
of investment demand, no new industries, no increase in population, and so 
on. We must also assume that our economy has been geared to a high rate oi 
net investment but is suddenly faced with the disappearance of the stimulus 
to investment provided by change and growth. 

Since the economy has been geared to a high rate of net investment a certain 
proportion of its labor and other resources—perhaps 10 to 15 per cent—is 


*P. A. Samuelson, “Interactions between the Multiplier Analysis and the Principle of 
Acceleration,” Rev. Econ. Stat., Vol. XXI, pp. 25-28. 
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engaged in the production of new capital goods.* Likewise the community is in 
the habit of saving a roughly corresponding proportion of its income. Now the 
Pierson scheme is to keep these workers employed in producing capital goods, 
and at the same time to provide an outlet for the profitable investment of 
saving, by getting the producers in the consumers’ goods industries to buy the 
new capital goods in the expectation of an increase in the demand for their own 
product. Moreover, as they buy the capital goods, employment will be main- 
tained in the capital goods industries, and the government will be freed from 
the necessity of spending any money itself. 

Let us assume that the producers in the consumers’ goods industries take the 
bait and actually embark on a program of plant expansion in anticipation of 
an increase in the demand for their own products. The expansion would, of 
course, have to continue indefinitely if the capital goods industries were to con- 
tinue to provide employment. But we then run into the following difficulty: as 
soon as any initial slack in the system had been taken up, the producers in the 
consumers’ goods industries would find their new investments unprofitable, 
paradoxically, because of a shortage of labor. The investments would, by 
assumption, have to be of the duplicative type since we are ruling out new 
inventions as a source of investment demand. New textile mills, for instance, 
would have to be exactly like the old ones. But it is obviously impossible to run 
anew mill of the same type without additional labor; and it is also impossible 
to employ the same labor both in turning out new capital goods and in operat- 
ing them. Thus the program would break down on the production side through 
the impossibility of having workers in two different places at the same time. 

It might seem that this difficulty could easily be overcome by having part of 
the workers who were formerly in the capital goods industries remain there 
while the rest shifted to the consumer goods industries. This would be a per- 
fectly good solution but it would not be the Pierson plan. In order to bring 
about the transfer of workers, and make it possible for producers to continue 
operating profitably, there would have to be a corresponding shift in the dis- 
position of income. The community would not only have to spend more abso- 
lutely on consumption; it would also have to spend a larger proportion of its 
income. But there would be nothing in a mere guarantee of increased consump- 
tion to bring this about. It would be necessary for the government to step in 
and either borrow or tax money from savers and then, in one way or another, 
hand it over to consumers to spend. But these are the very measures the Pier- 
son plan is designed to avoid. 

The problem, moreover, would not be permanently solved by the first shift 
in the disposition of the labor force and in the community’s propensity to save. 
After the first expansion in the consumer goods industries there would have to 
be a second, and after that a third and so on. And with each expansion more 
workers would have to be shifted out of the capital goods industries and the 
proportion of income saved would have to be correspondingly reduced. Thus 
the expansions would constitute a diminishing series ending up eventually in a 
100 per cent consumption-replacement economy. 

‘This is over and above the amount of resources engaged in replacing existing capital 
equipment as it wears out. 
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The whole problem is obscured, as already pointed out, by a natural 
tendency to think in terms of recovery from depression when the abundance 
of unemployed labor and other resources makes a duplicative expansion of 
plant in the consumer goods industries possible without any shift of labor from 
the capital goods industries. But, as also pointed out, the problem of recovery 
from future depressions is much less difficult and important than the problem 
of maintaining recovery once it has been achieved. Professors Samuelson’s 
and Hansen’s analysis indicates, moreover, that it is only in the very excep- 
tional case that the stimulus of an anticipated increase in consumption would. 
through its repercussions on investment, actually produce recovery. It would 
be much more likely to create a brief increase in activity which, in Professor 
Hansen’s apt phrase, would “soon peter out,” leaving the economy in the same 
depressed condition it was to begin with. 

The trouble with the Pierson plan for maintaining full employment is, to 
recapitulate, that it overlooks the problem of proportionality in the structure 
of production and in the disposition of income. It seeks to maintain a large 
capital goods establishment through the expansion of consumers’ goods produc: 
tion, without taking into account the fact that the output of consumers’ goods 
can be increased—over and above the increase made possible by greater pro- 
ductivity and assuming full employment to begin with—only by shifting re- 
sources from the capital to the consumers’ goods industries. On the income 
side, it tries to provide profitable outlets for all the saving people may want to 
do by guaranteeing an increase in consumer spending, without, however, show- 
ing how the consumers are going to get the additional money to spend. Here, 
as in the production sphere, what is needed, from the long-run point of view, 
is a shift in the disposition of income which will increase consumption and at 
the same time cut down saving, thus making more manageable the problem of 
finding adequate investment opportunities. 

The fundamental relations between consumption and investment have also 
been obscured by a misunderstanding of Keynes’s emphasis on anticipa- 
tion. It is, of course, quite true that anticipations of future demand—and 
cost—play a vital rdle in the determination of investment decisions. It is also 
true that entrepreneurs are likely to be more active in exploiting available 
investment opportunities if the general trend of activity and demand looks 
favorable to them. But this does not mean that we can ignore the technical, 
geographical, and demographical factors which determine basically whether 
there are any investment opportunities or not. 

ALAN R. SWEEzY 

Williams College 


Rejoinder 


Professor Sweezy’s argument is interesting and ingenious, but he is un- 
doubtedly right in calling attention to its paradoxical character. It seems 
strange that the chief reason for the alleged ineffectiveness of a full employ- 
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ment program should be that it would make investment in the consumer goods 
‘ndustries unprofitable “because of a shortage of labor.” For no such shortage 
would occur unless the program were effective! Moreover, if it should become 
too effective, i.e., cause overemployment, and inflationary wage-price spirals, 
4 reversal of procedures is always possible. Thus, Pierson proposes a spending 
tax whenever consumer spending threatens to exceed the guaranteed amount. 
Professor Sweezy’s understanding of Pierson’s position still appears to re- 
quire some correction. It is not Pierson’s thesis that any predetermined amount 
of investment is necessary for full employment, or that the decision as to the 


amount of consumption to be guaranteed should be determined by the con- 
sideration of inducing an amount of investment adequate to offset the amount 
of savings that would occur in the absence of compensatory fiscal measures. 


Rather, it is proposed that the volume of public investment be primarily 
determined by what is desired for its own sake, and that the volume of private 
investment be allowed to adjust itself naturally to the guaranteed level of 
consumer spending. The latter element would be the variable. It would be set 
at whatever level was believed necessary, in conjunction with the intrinsically 
desirable public investment, and naturally occurring private investment, to 
bring about full employment. 

The guarantee of full employment and of adequate consumer spending, by 


providing assurance to individuals of continued employment opportunity, and 
assurance to businesses of sustained over-all markets, would seem likely to 

somewhat the proportion of income saved at given levels of income and, 
by decreasing the desire for liquidity, to increase the proportion of savings 


invested and promptly returned to the income stream. A large and steadily 
expanding consumer market might stimulate more investment in the long run 
than a smaller and more capricious one, even if less investment were wasted. 
However, pending, or supplementary to, more direct and fundamental meas- 
ures to prevent oversaving and discourage idle money, the program en- 


visages transfers of purchasing power to consumers by the government when- 
ever necessary to close any remaining deflationary gap. This is clearly indi- 
cated by Pierson, and is underscored in paragraphs 5-7 of my note above. 


The aim, it must not be forgotten, is full employment, not some precon- 
ceived magnitude of investment. If in the course of experience we discover that 


sustained full employment requires a more rapid expansion of consumption 
relative to investment than has hitherto prevailed, there should be no physical 
or technological difficulties in making the shift, except such difficulties, of a 


frictional and transitional character, as would attend any major readjustment 
in the pattern of output. 

EMILe BeNnoIt-SMULLYAN 
Washington, D.C, 
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Economic Theory; General Works 


Economics of Control. By Appa P. LERNER. (New York: Macmillan, 1944, 
Pp. xxii, 428. $3.75.) 

Professor Lerner has set himself an attractive task. He supposes a govern- 
ment whose sole objective is to maximize the economic welfare of the com- 
munity in its charge, and proceeds to show the lines along which this purpose 
can be achieved. The government is not “etatistic” in that it is not concerned 
with any demands of the state as distinct from the individuals which com- 
pose it. It is strictly individualist in the sense of “taking the satisfaction of the 
needs and wishes of the individual citizens as the ultimate criteria of its 
effectiveness” (p. 2). Secondly, the government is concerned with the welfare 
of the community as a whole rather than of any particular section of it; more- 
over, it is assumed to be “strong enough to override the opposition afforded by 
any sectional interest” (p. 6). These are rather large assumptions, but they are 
clearly stated, and must be accepted by those interested in the questions with 
which the book is concerned. 

Many people would assert that socialism is the simple answer to Professor 
Lerner’s quest, and indeed the author confesses that it was from this point of 
view that he himself embarked on this book in 1932. His present standpoint, 
however, is open-minded. He sets as his objective “the deliberate application 
of whatever policy will best serve the social interest, without prejudging the 
issue between collective ownership and administration or some form of private 
enterprise” (Preface, p. viii). This policy is designated as the “controlled 
economy.” It is contrasted not only with laissez-faire, but also with the exist- 
ing regulated economies (e.g., that of the United States), where the regula- 
tions are “partial and haphazard and are not organized as they would be if it 
were a recognized responsibility of the government to control the resources of 
society to see that they are utilized in the best possible manner” (p. 3). 

One may suspect that Professor Lerner is at heart not quite so impartial as 
between private enterprise and collectivism as he would like to appear. He 
cites a number of circumstances in which private enterprise is extremely un- 
likely to produce an optimum employment of resources, and others in which 
it cannot possibly yield this result. Yet his impartiality leads him at times to 
lean over backward in his concern for possible political disadvantages of pub- 
lic enterprise. It is not surprising that the experiences of the last twelve years 
should have induced in him the conviction that “the maintenance and further 
development of the democratic way of life . . . not only formed a far more 
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essential part of the socialist ideal than the negative ‘abolition of private prop- 
erty in the instruments of production’ but was in much greater need of care- 
‘ul tending” (Preface, p. vii). Professor Lerner is impressed with “the 
significance of private enterprise as one of the guarantees of the freedom of 
the individual” (p. 84), though he warns clearly and explicitly against the 
common distortions of this argument as a basis for untrammeled capitalist 
exploitation. It may be freely admitted that where private enterprise can lead 
to an optimum employment of resources, it has certain advantages over col- 
lective enterprise in that it provides its own appropriately adjusted incentive 
mechanism to the managers (p. 84). But it is difficult to understand why, in 
monopolistic situations where it can be shown that private enterprise cannot 
deliver the goods, possible “political objections to collectivist undertakings” 
should be taken so seriously (p. 180) as to lead the author to depart from 
his principles and suggest that the monopolists be allowed to continue mis- 
allocating resources in order to make both ends meet; or why in conditions of 
unemployment the government should be condemned to undertake public 
works with a low or even negative value if “useful investments are ruled out for 
the political reason that they appear to involve government competition with 
business” (p. 316). It seems to the reviewer particularly unnecessary to worry 
about the political dangers of collectivism in the case of the benevolent, liberal- 
minded government which is assumed as a basis for the whole discussion. 

The problem of maximizing social welfare resolves itself into the two ques- 
tions of how much of different goods and services should be produced, and who 
should get them. Professor Lerner begins with the simple case of the allocation 
of goods which have already been produced, and then proceeds to discuss pro- 
duction, starting from the case of production with a single (scarce) productive 
factor, introducing by degrees the more complex conditions of the real world: 

| factors in fixed proportions, varying proportions, indivisibilities. Inci- 
dentally the treatment of such real and concrete problems as the agricultural 


sévera 
policy of the United States in connection with the simple case of allocating 
goods already produced is apt to be misleading, since the adjustments re- 
juired on the production side are necessarily excluded from the discussion. 

The problem of allocating goods already produced itself contains two 
distinct phases. There is first the question of the optimum distribution of 
income in general among different individuals. Here we come up against the 
familiar difficulty that there is “no way of directly comparing the well-being 
of different consumers.” But Professor Lerner, having deliberately set out to 
write a book on welfare economics, is not satisfied to leave it at that. He 
introduces two rather modest assumptions: (1) similarity in kind of the 
satisfactions experienced by different people, and (2) the principle of dimin- 
ishing marginal utility of income. On the basis of these assumptions he in- 
geniously argues that equalization of income will maximize the probable 
total of satisfactions in the community. A number of qualifications and com- 
plications are mentioned and dealt with, and the conclusion is carefully re- 
stricted to the problem of distributing existing income; the possibility -that in 
practice an unequal distribution might be conducive to the production of a 
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larger income is not excluded, nor is the desirability of giving larger or smaller 
incomes to those whose needs are known to be particularly large or small. 

The second problem, that of the optimum allocation of particular goods 
among different individuals, is handled along orthodox lines. In the absence 
of monopoly, the “invisible hand” operating through free market prices wil] 
guide attempts by all individuals to maximize their own satisfaction so as 
to ensure an optimum allocation of resources from the point of view of the 
community as a whole. Given the distribution of income, this means that there 
is no further exchange of goods possible which could make both parties to 
the exchange better off; in technical language, the marginal substitutability 
between goods must be the same for each individual. ¢ 

What is perhaps more significant, is Professor Lerner’s insistence on the 
use of the mechanism of free market prices to achieve the same ends in 
collectivist economy. This is even more important when he comes to dis- 
cussing the problems of production, and the proper allocation of produc- 
tive factors as between different uses. As with consumption, the analysis 
proceeds in terms of marginal shifts, and a “rule” is evoived which appears in 
several guises; the most favored version requires managers to apply just so 
much of each productive factor that the value of its marginal (physical) 
product is exactly equal to its price. Under conditions of perfect competition 
and with perfect divisibility of productive factors this rule will automatically 
be followed by private entrepreneurs seeking to maximize their individual 
profits. But Professor Lerner makes a great point of the fact that “managers” 
should be instructed to follow precisely the same rule in order to secure 
an optimum utilization of resources under a collectivist economy. In this 
connection he produces some interesting quotations from Trotsky (1931) 
who pressed for the use of the market mechanism rather than statistical in- 
vestigations to determine the extent to which different needs should be 
satisfied and different goods produced (p. 62 and p. 64n). 

Once we depart from perfect competition, the maximization of profit by 
private entrepreneurs will be found no longer to coincide with the rule. If 
there is imperfect competition in the market for factors of production, the 
marginal private cost (to the entrepreneur) of an additional unit of a produc- 
tive factor will exceed its price, so that less of it will be used than required by 
the rule. If there is imperfect competition in the market for the product, the 
marginal private revenue to the entrepreneur from selling an additional 
unit of the product will be less than its price, so that too little will be sold. 

What can be done about this situation in a private enterprise economy’ 
Professor Lerner proposes the establishment of a public Board of Counter- 
speculation, which will guarantee to buy and sell any quantity of a com- 
modity subject to monopolistic exploitation at the price which it is esti- 
mated would equalize supply and demand in the absence of monopolistic 
restriction (p. 55). This device might work in the case of monopolies based 
simply on combination and agreement, but, as the author shows, would 
come up against serious difficulties in the case of monopolies based on tech- 
nical indivisibilities. Following the rule in such cases would require monopo- 
lists to sell at a loss. Despite all capitalistic prejudices to the contrary, the 
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ng of a permanent loss in such a case would be no indication that 

-oduction was not socially beneficial. But something would have to 

» about it: either the monopolist would have to be subsidized to 

ble him to obey the rule without going bankrupt, or the enterprise should 

aken over by the state and the loss covered from the national budget. 

n a book which already covers so wide a field, it may seem greedy to 

mplain of omissions. But the reviewer must confess to some surprise to 

and in a book on welfare economics no treatment of one of the most familiar 

lass of divergence between marginal private benefit (or cost) and mar- 

ginal social benefit (or cost). The subject is just touched upon in one place 

where, among the conditions for the equalization of marginal social 

ben it and the value of the marginal product, is included one condition that 

“the purchaser of the goods is the only individual in society who is affected 

purchaser’s use of the product.” Otherwise it is taken for granted 

t if neither buyer nor seller has any influence over the price, the private 

cial marginal costs (and benefits) will always be equal. Where is our 

riend smoke pollution, and the railway which yields a loss to its owners 

sults in opening up vast profitable investment opportunities and 
ation of land values in the surrounding country? 

the analysis of production in terms of marginal transformability 

rs into products (and vice versa), the author passes on to trans- 

bility over time and the problem of investment. Rather surprisingly 

rects the “average period of production” concept of capital, though 

plified form. The value of this approach, he explains, is in empha- 

the connection between capital equipment and the time aspect of 

ion. It shows how capital is needed only because production takes 

that more capital is needed when production takes place by methods 

» a longer time.” The point is directed against those socialists who 

» the concepts of interest and capital only with exploitation, and is 

to bring home to them the value of time-consuming methods of 

ion and of the rate of interest in selecting the most productive of 

methods. 

essor Lerner points out, however, that the concept of capital itself 

and of little practical importance in relation to policy. What is in- 

: here is the process of investment by which additions to capital are 

[he rate of investment is the key factor in any economy, and in 

r Lerner’s view its determination must be essentially a political de- 

ion. The common idea that consumers’ decisions to save actually determine 

rate of investment in an uncontrolled economy is disposed of on page 

where it is shown that these decisions merely determine the amount of 

ment; it is decisions to invest which determine the amount of savings 

ntrolled economy and not vice versa. 

discussion of the rate of employment follows familiar Keynesian lines. 

ould toiessor Lerner gives a lucid account of how, in Keynesian terms, full em- 

tec ployment could be attained under an uncontrolled economy, and shows how 

}0po- inlikely it is that all the necessary “automatic adjustments” will in fact 

, the take place. From this he proceeds to the instruments and policy by which 
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full employment could be assured in a controlled economy. The method js 
that of “functional finance” which has become popularly associated with 
Professor Lerner’s name since he advanced it early in 1943 (Social Research, 
Feb., 1943). Essentially the policy can be described in the following maxims: 
(1) The government should tax only in order to discourage spending: (2) 
it should borrow only in order to raise the rate of interest; (3) otherwise. 
it should print any money it requires; (4) the size of the (internal) national 
debt does not matter. 

The policy sounds a little more strange than it need because of the 
terminology used. Direct “resort to the printing press” has become obsolete 
with the growth of central banking. The government can always obtain 
whatever funds it requires by a loan (interest-free, if desired) from the 
central bank. This sounds more respectable, and is in fact a common prac- 
tice in every country. The question of whether or not interest should be 
paid on the public debt turns out to be a purely technical one of how to 
compensate those institutions which at present depend on that interest to 
cover part of their current expenses, and whether the alternative methods 
of covering these expenses would be any less inconvenient. Secondly, the idea 
of the rate of interest being determined by the rate of new government bor- 
rowing has an air of unreality today. It is true that it was embodied in the 
old British “Treasury view,” according to which public deficit spending 
could never increase employment because it would raise the rate of interest 
and thus discourage private investment. But this view has now been dis- 
credited and widely abandoned on the ground that it is an easy matter for 
banking policy to maintain the rate of interest, within limits, at any desired 
level. Probably Professor Lerner would describe open market sales and 
purchases of government securities by the central bank as government bor- 
rowing and repayment—but this may not be easily understood by the general 
public. 

Most of what Professor Lerner says about a domestic public debt consti- 
tuting no net burden on the nation, and the absence of any danger of national 
bankruptcy would be accepted by the majority of reputable economists today. 
But at one juncture he slightly overstates his case and misses the point. In 
discussing the problem of servicing the debt on page 303, he says “‘if it should 
be difficult or undesirable to raise taxes the interest payment can be met, 
without imposing any burden on the nation as a whole, by borrowing the 
money or printing it.” This would be true if the only “difficult or undesirable” 
effect of raising taxes were that they would lead to deflation and unem- 
ployment. But one can imagine a situation where there was already full 
employment and where borrowing or printing would be inflationary; taxation 
would then be necessary in order to prevent inflation, but its “difficulty and 
undesirability” might consist in the discouragement to effort, enterprise and 
efficiency of an increase in tax rates. This is not an insoluble or even a very 
serious problem, but it is probably a mistake to ignore its existence. Borrow- 
ing or printing would be no solution, but particular forms of taxes could be 
selected which would not unduly burden marginal income or discourage risk 
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bearing. Moreover, the danger of decreasing future effort and efficiency is 
always likely to be less than the immediate loss due to leaving resources 


unemployed. 

On the expenditure side of functional finance, Professor Lerner seems to 
take an unnecessarily disparaging view of the potential social value of public 
investment. He looks at it mainly from the rather old-fashioned point of 
view of “pump-priming,” and talks of public works being “beneficial even 
if their yield is very low or even negative” (p. 315). It is true that his rule 
demands that “the adjustment between government and private spending 
must be aimed at equating the msb (marginal social benefit) of expenditure 
in the two fields” (p. 317). But, probably owing to his neglect of the type 
of discrepancy between marginal private and social benefit already mentioned, 
he fails to notice how far public investment in most uncontrolled economies 
at present falls short of this objective; one has only to think of the 
enormously greater social benefits which might be achieved by an additional 
million dollars of public investment as compared with the gain from an 
additional million dollars of private investment in the United States today. 

Apart from spending on public works of a highly restricted character, 
the government of the controlled economy can adjust the volume of con- 
sumption expenditure by payment of a “social dividend” (or imposition of a 
“social tax”), which will secure full employment, leaving exactly the desired 
proportion of resources available for investment (in accordance with the 
central political decision already mentioned). 

The final section of the book is devoted to a discussion of foreign trade 
from the same point of view of maximizing the economic welfare of the 
community. There is some instability here in the definition of “the com- 
munity.” At first Professor Lerner takes it to mean the world as a whole, and 
shows that the principles of liberalism and free trade would in theory yield 
the optimum use of world resources. Later on, the concept of the community 
is narrowed down to relate to a single nation, the unit with whose interests 
the “controlling government” must be primarily concerned. In fact, detailed 
instructions are given as to how a country can best maximize its national 
income by “exploiting the foreigner” through discriminating taxes on imports 
and exports. Governments are, however, duly advised not to follow these 
instructions; not so much out of consideration for the other countries as 
out of fear of retaliation, which would leave everyone worse off. 

Similarly it is shown that the inhabitants of a country cannot lose by 
the immigration of workers who are paid no more than their marginal 
product, and who do not share in any social dividend or social services pro- 
vided for full citizens. But one would hardly like to recommend that the 
United States “liberalize” its immigration policy along these lines! 

The discussion of exchange depreciation in relation to employment policy 
is not entirely satisfactory. No clear distinction is made between (1) the 
direct use of currency depreciation as a means of increasing employment, and 
(2) not allowing the fear of currency depreciation to interfere with domestic 

(e.g., functional finance) of increasing employment. It is the 
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second rather than the first of these policies that one would like to see 
supported. The confusion arises in part from the fact that the agro tempo- 
rarily abandons in chapter 29 the simple formulation of chapter 22 (p. 272) 
that “the level of employment depends on the total demand for goods and 
services of all kinds, or on total expenditure,” in favor of a discussion in the 
rather old-fashioned terms of how to increase the volume of money (p. 389). 
If, instead, Professor Lerner had kept his attention on the volume of spendi ng, 
he could have shown that policies such as currency depreciation (or import 
restrictions) increase employment in the country concerned primarily by di- 
verting expenditure to that market at the expense of other countries. and 
hence may be truly characterized as “beggar-my-neighbor” policies. True, 
they may indirectly lead to a net increase in world spending, e.g., if new in- 
vestment is induced in the export industries or the domestic industries aed 
peting with imports. But these benefits could have been achieved directly 
banking policy and functional finance, without the preliminary of currency 
depreciation. It would be more satisfactory to instruct the government ; 
the controlled economy to use currency depreciation only to correct an ad- 
verse balance of payments, and never as a means of increasing employment: 
the latter should be achieved exclusively by methods operating on the level 
of domestic expenditure. 


It has been impossible within the space of this review to do more than 
touch on some of the main topics covered in this rich and comprehensive 
work. There are many interesting incidental points and sidelights which will 
enlighten—or provoke—the reader. As one instance of the latter may be 
mentioned the author’s unusual enthusiasm for speculators (with a small s). 
Competitive speculators (as contrasted with monopolistic Speculators who 
aim at influencing prices) are regarded by Professor Lerner as the greatest 
social benefactors; in his opinion they always serve to improve the alloca- 
tion of resources, which is more than can be said in all circumstances for 
competitive producers (chap. 8). But what about the nuisance efile 
rapidly changing prices (p. 216)? Even if they exercise no deliberate in 
fluence over prices, speculators who anticipate price movements inevitably 
tend to accentuate them and thus add to the instability of prices without 
necessarily improving the allocation of resources. (This seems Sa sicdh rly 
clear if we consider the operations of bear speculators against a “weak” 
currency which may lead to a much greater devaluation than would be 
required for the optimum allocation of resources.) 

One of the most valuable incidental points brought out by Professor Lerner 
as a result of his concern for the optimum allocation and use of resources 
is the important réle that may be played by compensation in the “controlled 
economy.” Measures that may improve the allocation of resources and in- 
crease the national dividend will frequently harm particular interests; and 
if the resistance of these particular interests is sufficiently strong, it may 
prevent the measures from being adopted. In all such cases, Professor Lern: 
advocates full compensation for the interests affected, financed by the rest 
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of the community, who will still be better off as a result of the increased 
national income, even after paying the compensation. This principle is applied 
in criticism of the policy of destroying crops or selling at differential prices 
of giving direct subsidies to farmers (pp. 46-50). Similarly it is shown 
better for the community to compensate those who would suffer from 
the removal of tariffs or quotas rather than to allow a continuation of the 
maldistribution of resources which such protection involves (p. 281). 
Taken as a whole, this book should prove an extremely valuable instrument 
he training of future makers and administrators of economic policy. With 


iples by which economic policy can be judged from the point of view 
the social interest. There are two main directions in which the analysis 
needs to be expanded. In the first place, the basic assumption that indi- 
vidual desires as expressed through the market mechanism provide an ade- 
quate criterion for maximizing social welfare requires more qualification. 
Secondly, Professor Lerner should have included an analysis of the divergen- 
cies between private and social costs arising out of external economies and 
diseconomies which played so important a réle in the pioneer work in this field, 
Professor Pigou’s Economics of Welfare. Despite these omissions, which one 
might hope to see repaired in a subsequent edition, this book constitutes an 
rtant advance on the ivory-tower school of economics which has dom- 
nated academic teaching in the past. If, in the future, economists are incul- 
cated at the outset with the idea that it will be their responsibility to formu- 
te and evaluate economic policies in the social interest, the world may 
stand a better chance of overcoming some of the economic difficulties which 
lie before it. Professor Lerner’s book, of course, deals with only one side 
of the picture. In addition to The Economics of Control we shall require a 
mpanion volume on The Politics of Control that will show us how to 
secure and maintain the wise and benevolent government which will act upon 
—or even read—the principles expounded by Professor Lerner. 
This review cannot conclude without special mention of the remarkable 
‘abl Contents and Index with which Professor Lerner’s book is equipped. 
former, which consists of 12 closely printed pages, provides so complete 
and succinct a summary of the contents of the book that it will eliminate 
for most people the second and third readings, and even, one may fear, for 
some, perhaps the first reading of this excellent book! The Index also is 
unusually full, covering 35 pages. It is fascinating to imagine circumstances 
in which readers of Economics of Control would search for the entries listed 
under such words as Awkwardness, Bad Feelings, Black Magic, Comrade- 
ship, Envy, Filching, Freudian, Friendliness, Good Health, Greed, Harm, 
Horizon, Horror, Ignorance, Ill Feeling, Lip Service, Mahomet, Nasty Medi- 
cine, Obstinacy, Pockets, Red Tape, Skyscrapers, Splendors, Theater Seats, 
Trickery, Upright Government, Ups and Downs, Weird Notion, Whims, 
lusbandry! 
M. F. W. JosEPH 
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The Economic Thought of Woodrow Wilson. By Wi1LL1AM D1amonp. Stud. 
in hist. and pol. sci. Vol. 61, no. 4. (Baltimore: Johns Hopkins Press 
1943. Pp. 210. $2.50; paper, $2.00.) 

The declared purpose of this study is “to examine the premises which 
lay at the basis of [Woodrow Wilson’s] thought and actions. . . . Such ideas 
were rooted in the social environment in which Wilson lived and in the 
intellectual traditions that he acquired. Like everything else, they underwent 
change in time as he saw new facts or acquired new ideas.” The author has 
undertaken, he says, “to present a balanced interpretation of Wilson’s eco- 
nomic thought” (pp. 7-8). 

Nothing, however, is more clearly brought out in the ensuing treatment 
than that these “premises” were not exclusively or even primarily economic, 
Typical of many comments are that Wilson “never thought systematically on 
economic matters” (p. 8), for he “was interested, not in economic analysis, 
but in economic policy” (p. 35). It is even disparagingly suggested that 
“this lack of concern, for . . . economic theory” was “perhaps due to lack 
of ability to grasp it” (p. 34). 

Wilson did not take himself too seriously when collaborating with Ely and 
Dewey at Hopkins in a study of previous American economic thought (a 
manuscript never published). He wrote to a friend that he was “wading 
through innumerable texts . . . with as profound an air of erudite criticism 
as I can by any means counterfeit” (p. 30). Much later he said to his 
technical experts when on his way to Paris that he was “not much interested 
in the economic subjects” that might be discussed there (p. 183); and the 
author declares that “economic action or economic organization played little 
part in Wilson’s thought on the means of assuring world peace” (p. 169). 

A credible explanation of this lack of concern is given in the statement 
that the “pattern” of Wilson’s thought was “political rather than economic,” 
for “he was interested above all in questions of politics . . . rather than in 
how men make their living and how wealth is created and distributed” 
(p. 38). This bent was marked as early as Wilson’s undergraduate days at 
Princeton, when he wrote that his “all engrossing topic of conversation’ 
was “politics.” A quarter of a century later he wrote to Frederick Turner: 
“T was born a politician” (p. 61). 

Among the premises of Wilson’s thought and action, along with this domi- 
nant political urge, were his native and acquired qualities of idealist, prophet, 
missionary and crusader, stronger by far than the comparatively weak 
strands of his interest in economic theory, as is reported in numerous observa- 
tions. The author, therefore, has set himself a very difficult and all but 
impossible task, that of discovering and disentangling Wilson’s “economic 
thought” from the other elements constituting the “premises of his thought 
and action” in political life. In these circumstances he has made a heroic 
effort, sparing no labor in seeking every source of information having any 
possible bearing on the subject. The results are presented in orderly manner 
and in a facile literary style, following the course of Wilson’s education 
and widening experience from youth to the last chapter. The exposition, 0 
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the main, is commendably detached and expository rather than controversial. 

The reader, however, should be on guard against occasional questionable 
atements of Wilson’s opinions, on the basis of which the author passes 
gnal judgment and cavalierly condemns them. Limitations of space permit 
or ief consideration of one case, but that perhaps the most important, 
namely, Wilson’s conception of competition and the possibilities of its preser- 
vation. The author sarcastically characterizes the antitrust policy of “The 
New Freedom” as embodied in the Clayton and the Federal Trade Commission 
Acts as “an effort to restore the American economy to a Golden Age of 
competitive capitalism” (p. 125). He quotes with approval a “contem- 
oorary young journalist” as condemning in 1914 this policy for its “inner 
contradiction,” as ignorant of developing conditions, and as seeking merely 
‘freedom for the little profiteer, but no freedom for the nation from the 
narrowness, the poor incentives, the limited vision of small competitors.” 
But the author fails to observe or to inform his readers that Walter Lipp- 
mann, then as always a brilliant writer, said these things in his callow days 

nd when in bad company, but in the days of his riper wisdom, a quarter- 
century later, he frankly repented of them (in The Good Society). 

The author repeatedly insists in varying phrases that “Wilson thought in 
terms of the categories established by the Manchester group of economists 
by whom he was intellectually dominated” (p. 193), despite the recognition 
that Brandeis was the guide closely followed by Wilson in his anti-monopoly 
policy (pp. 106-07). It would be hopeless to argue with those who interpret 
the categories of Louis Brandeis to have been the same as those of the 
Manchester group. There could be no meeting of minds. It is significant of 
the author’s view that, so far as I can find, he nowhere uses the new term 
“unfair competition,” the phrase most distinctive of the legislative policy of 
1914, however imperfectly it was formulated. The laissez-faire policy of 
the Manchester group opposing legislation to protect the health and lives of 

‘ workers in Great Britain is interpreted as being the same as the 
interference policy of Brandeis and Wilson favoring legislation to prevent 
the use of unfair means to injure and destroy honest and efficient competition 
in American industry and commerce. 

Again the author declares: “The anti-trust laws . . . refused to recognize 

mic progress” (p. 105); and nearing the conclusion (to quote but a 
few characteristic phrases from pages 194-95) he declares Wilson to have 
longed for a return to the competitive capitalism of a century before. His 
domestic policy was an effort to re-create the conditions of competitive capi- 
talism. . . . Such principles assumed conditions that no longer existed... . 
It was an evidence of an unawareness of present facts or of an unwillingness 
‘o venture out on new paths.” Here, again, is cited, and as if contemporary, 
the authority of the youthful, but now long repentant Lippmann. 

All this must seem to the careful and sympathetic interpreters of the 
Brandeis-Wilson policy to be a complete inversion of the truth. They deny 
the assertion, frequently heard of late, that economists in the past naively 
believed the competition going on about them to be “perfect’”—an assertion 
never supported by a scrap of evidence, and refuted by every textbook from 
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the days of Adam Smith onward. They believe the anti-monopoly legislation 
of 1914 was formulated with a vivid realization of the contemporary situa. 
tion, especially the rapid growth of “big business” in many cases not because 
of economic efficiency but of new monopolistic practices. It was to meet 
these mew conditions and to prevent, so far as humanly possible, new eco- 
nomic crimes, that Wilson’s anti-monopoly policy was directed, not to re- 
store in detail an imaginary status of a century ago. 

What, then, is the policy in the back of the author’s mind, which he 
offers as a better alternative to that of combating unfair methods of competi- 
tion in commerce wherever they appear, and making the survival and success 
of enterprises depend on efficiency rather than on monopolistic practices? 
The one alternative logically implied is the abandonment of all efforts to 
preserve fair competition, leaving private monopoly unhampered in its use 
of unfair methods in its drive toward greater and greater financial combination 
and centralization of all branches of industry. Then, when the process has 
worked its expected result, the government is to step in and take over the 
bureaucratic control of all industry. It is a policy of defeatism toward any 
efforts to rescue and preserve a measure of fair competition. It envisages and 
welcomes the wreck of capitalism. We are not left to mere inference, for at 
the last the author quotes approvingly, and as if decisive authority, the 
opinion that “the very success of capitalism . . . inevitably creates conditions 
in which it will not be able to live . . . destroying the conditions which make 
competition possible” (p. 194). The source of this accepted opinion is 
Professor Schumpeter (as cited in a footnote), who is referred to as a distin- 
guished “defender” of capitalism. These comments on the condemnation o/ 
Wilson’s anti-monopoly policy (which incidentally was used in explanation of 
some of Wilson’s other actions) are made not to argue the whole issue, but 
merely to make clear the assumptions on which the author bases his adverse 
judgment. 

FRANK ALBERT FETTER 

Princeton University 


Origins of Academic Economics in the United States. By Micnatrt J. L. 
O’Connor. (New York: Columbia Univ. Press. 1944. Pp. x, 367. $4.25.) 
A schoolboy, reviewing a book on penguins, wrote: “This book contains 

more information about penguins than I care to know.” The average reader, 

on opening the book before us, might feel the same way. This, however, does 
not disparage the book because it was not written for the average reader. 

It was written for those few who are interested in the early beginnings of 

the teaching of economics in American colleges. For such readers it is 4 

mine of information, but it is a mine that has to be worked. Except for 4 

few mild slurs aimed at “Northeastern Clericalism,” and at conservatives in 

general, it seems reasonably fair in its presentation. 
It may be worth mentioning that the term “economics” seems scarcely t0 
have been known or used in the period covered by this book, that is, from 

1800 to 1840. Most of the textbooks used and the courses given went uncer 
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the name of “political economy.” The name “economics” was not generally 
~e cshstituted until the last quarter of the nineteenth century. 
itua- he chapter headings indicate the scope of the book. After a rather long 
“ig tion they are: Predecessors and Rivals of the Clerical School; 
= ic Acceptance of Political Economy in the Northeast; The Use of 
= an Books as Texts in the North Fast; Northeastern Clerical Versions 
gat ean Political Economy; and Textbooks on Lower Educational Levels. 
indicated by the chapter headings, most of the book is concerned with 
author calls ‘‘Northeastern Clericalism.” Except for the fact that 
ia, Princeton and William and Mary were under Church influence, 
t have said “New England Clericalism.” 

‘rs to New England as a “theocracy,” which is not strictly accurate. 
time of which he writes, the priest in Catholic countries and the 
n Protestant countries were very influential citizens, but that did not 

tute a theocracy. These two personages were generally the best edu- 
en in their communities. In communities that reverenced learning, 
were influential, but there was, in New England as elsewhere in 
saa d States, a civil government entirely detached from the church. 
« a h hise was not more restricted in New England than elsewhere. 
ra [he author divides the predecessors and rivals of the clerical school into 
* three separate schools, the Jefferson school, the Matthew Carey school, and 
school. These writers, especially Jefferson and his school, ap- 
the study of political economy from their previous studies of 
science. The Clerical school approached it, as did Adam Smith, 
study of moral philosophy. Either approach is logical enough. The 
‘government could scarcely refrain from considering the economic 
s of government. The student of moral philosophy could easily 
m the question, “What ought men to do?” to the question, 

‘(ht government to do?” Both schools seem to have reached similar 

ns and to have treated the subject in much the same manner. 

st interesting and important part of the book is the discussion 

various textbooks used in American colleges in those early days. 
ts a vast amount of discriminating labor. Adam Smith’s Wealth of 
had a limited use. J. R. McCulloch’s Outlines seemed a little better 
lass room use. J. B. Say’s Treatise on Political Economy had, for 
wider use than any other college text. More widely read, however, 
the colleges was Mrs. Jane H. Marcets’ Conversations on Political 
. Dr. Thomas Chalmers’ On Political Economy, written by one of 
t distinguished clerics of his day, was not as much used, even in 
| Northeast, as might have been expected. All these books were 
in origin. 
texts produced by American writers, those of Matthew Carey, 
‘ooper and John MacVickar were among the first. More widely 
t coming a little later, was Francis Wayland’s Elements of Political 
', published in 1837. 

ic of 1837 stimulated the study of political economy and the writ- 
xtbooks on the subject. The next great impetus was given by the 
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panic of 1873, the depression which followed, and the “green-back” agitation 
that accompanied both. Next came the panic of 1893 and the free-silyer 
agitation. This stimulated the study of economics and gave the academic 
economists a standing which they had never enjoyed before. 

Wayland’s Elements became a steadying influence after 1837. Though 
written by a cleric, it was more coldly logical than any that were written by 
contemporary laymen. It continued to be read and to exert an influence well 
toward the end of the century. Chapin’s edition of Wayland was, to the 
knowledge of the present writer, used as a textbook as late as 1890. It may 
have been used later. ; 

Many historical writers of the present feel called upon to explain why 
things happened while leaving us ignorant of what really happened. Generally 
their explanations are puerile. This author tells us in considerable detail who 
wrote on political economy and what he wrote. This work is both scholarly 
and valuable. When it attempts to tell us why they wrote as they did, it is not 
so strong. 

The author tells us, for example, on page 277, that the “Elite of the North- 
east then consisted of merchants, bankers and their professional associates, 
On the whole the teaching of the clerical school developed in harmony with 
the needs and interests of this elite. Moreover, just as the merchant capitalist 
class order of the Northeast made important contributions to the general 
social pattern of present-day America, so did the clerical school contribute 
significantly to the dominant traditions of Political Economy.” 

It does not seem to have occurred to him that these so-called clerical writers 
saw and understood clearly, as did Adam Smith and others, that the mercantile 
function was necessary if a country was to realize the advantages of the 
division of labor. Again, their advocacy of free trade was not necessarily an 
attempt to curry favor with the merchants. It may have been due to the con- 
viction that it was better for the national economy as a whole. Besides, the 
merchandizing class pretty generally made common cause with the manufac- 
turers in opposing free trade. Finally, before 1840, the manufacturers of the 
Northeast had risen to a position of dominance and were definitely opposed to 
the teaching of free trade. If the clerical writers had aimed to express the 
dominant interests of this new “elite,” they would have become protectionists 

All through this book, the author seems to be infected with the Marxian 
notion that any economic system must reflect the dominant interest of the 
time and place where it is developed. We have even heard of “Soviet science” 
and similar terms. Some of our own writers mention “labor economics,” 
“capitalist economics,” and “farmer economics,” as they might mention 
Calvinist theology and Arminian theology as being antithetical. In so far as 
economics is a science it is neither capitalistic, labor nor farmer economics 
One could point out, for example, that no labor organization, however power- 
ful, and no government, however dictatorial, can extract high real wages from 
an industrial system where the product per worker is low. Also that the 
product per worker is low where workers are not well equipped with capital, 
and not well directed. No one can say whether that is capitalist or labor 
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economics. To criticize some of the policies of labor unions, as did Wayland 
and many Others, both cleric and lay, does not open them to the charge of 
being unfriendly to “labor.” 

The author concedes that the clerical school was generally favorable to 
oopular education. It is easy to say that this was merely to allay discontent. 
It is equally easy and probably nearer the truth to say that it was to effect an 
occupational redistribution of the population, thinning out the more crowded 
and filling the less crowded occupations, or that it was merely to increase the 
productivity of the people. 
~ The author implies in several places that the clerical writers were afraid of 
democracy, at least of the Jeffersonian brand. One should not forget that they 
knew more cbout democracy in one of its purer forms, that of the Town Meet- 
ing, than did any of their rivals. Being familiar with it, they knew that democ- 
racy was not foolproof. They had rather more confidence in the verdict of the 


essence of democracy is sensitivity, it is an open question whether the ballot 
can make a government with coercive power as sensitive to the wishes of the 
people as the dollar can make a business organization with only bargaining 
power. 

The book ends with five valuable appendixes entitled: Textbooks in Ele- 
mentary Political Economy Used in American Colleges and Schools; Alpha- 
betical List of Textbooks (37 pages); Chronological List of Textbooks; Bib- 
liography (21 pages); and Index. 

T. N. CARVER 
Santa Monica, California 


National Economies 


The Danube Basin and the German Economic Sphere. By ANTONIN BASCH. 
(New York: Columbia Univ. Press. 1943. Pp. xviii, 275. $3.50.) 

The Danube Basin has long been the happy hunting ground of the propo- 
nents of regionalism, both political and economic. In this group Dr. Basch will 
be classed as a moderate. Recognizing the advantages which might accrue to 
the peoples of this area from joint action, particularly in commercial policy, 
he nevertheless finds none of the recent proposals for federations and customs 
unions satisfactory; nor does he bring forward any concrete proposals of his 
own. This does not mean that the book lacks constructive ideas, but rather 
that the author is more concerned with emphasizing the principles which 
should govern the relation of the states of southeastern Europe than with 
tracing the outlines of new international institutions. 

Designed as a study of the German trade drive in southeastern Europe, the 
00k goes beyond a description of German policies and their effects on import 
and export trade: it gives a reasoned account of the origins of German ‘policy 
and the circumstances in the Danube Basin which helped to make it effective. 
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market than in that of the ballot box, which was not saying much. If the 


894 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


In addition, the author draws from the experiences of the interwar period 
lessons useful for planning the next peace. 

The disastrous depression of the early thirties, low prices for agricultyra] 
products, and disordered currencies furnished an ideal setting for executing 
the German New Plan of commercial policy which was introduced in September. 
1934. That policy aimed at nothing less than changing the territorial distrihy 
tion of Germany’s foreign trade. Imports of raw materials and foodstuffs from 
southeastern Europe were greatly increased with the conscious purpose of 
making that region dependent economically and politically on the Reich, Dr 
Basch, although a determined opponent of the nazi régime, admits that ep- 
larged exports to Germany improved economic conditions in various Danubi 
states at a time when improvement was badly needed. Moreover, the German 
purchases provided a kind of economic security. But it was the same kind 
security as that enjoyed(?) by the working classes under the nazis, i¢ 
security with loss of freedom. 

Here, the author indicates, is a lesson for the architects of the next peace 
The agricultural countries of the Danube Basin desperately needed larger 
export markets. Germany stood ready to provide the markets but on 
that threatened servitude. Dr. Basch criticizes the Western Powers, pri 
cipally the United Kingdom and France, for failing in 1936-37 to break th 
German stranglehold by competitive buying of Danubian grain and oth 
products, but he admits that economic warfare of that sort might have pr 
cipitated World War II. The conclusion seems inevitable that only an i 
ternational agency with powers and duties previously defined by multi- 
lateral agreement could have successfully countered the German trade drive. 

The post-war problems of the Danubian states, the author predicts, will 
be those which have long perplexed their statesmen: how to find larger mar- 
kets for agricultural exports, relief from population pressure, poverty and 
lack of capital. For none of these interrelated problems can the solution | 
found within the boundaries of the region, nor even within an “integrated” 
Europe. Western Europe might, it is true, take substantially larger « 
of Danubian grain if the industrial states would abandon or eflecti 
reduce agrarian tariffs. But in the markets thus opened Hungary and R 
mania would have to compete with Canada, Argentina and the United $ 
if not immediately, at least when the urgent food shortages of post-war years 
had disappeared. To meet this situation, Dr. Basch foresees the need 
“international commercial agreements granting certain export quotas | 
agricultural exporting countries of Europe.” An alternative solution would 
be “an internationally supervised, gradually declining, preferential reg 
strictly limited as to the period of duration.” Thus what was original! 
Danubian problem overflows into a European problem and finally a wor 
problem. 

Although a strong advocate of the expansion of trade on a multilat 
basis, the author does not regard tariff reform as a cure-all. He grant 
protective tariffs may occasionally be used beneficially to stimulate industry 
in “backward” countries. But the large-scale investment of foreign capital 
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wil] furnish the dynamic force which is necessary to raise the productivity 
bor in the agricultural states of southeastern Europe. 
Percy W. BIDWELL 
Council on Foreign Relations 
Neu York 


Management in Russian Industry and Agriculture. By GrecorY BIENSTOCK, 
M. ScHwarz, and Aaron Yucow. Edited by ArtTHUR FEILER 
and Jacop MarscHak. (New York: Oxford Univ. Press. 1944. Pp. 
xxxii, 198. $3.00.) 

book is the first volume of a series of international studies published 

he auspices of the Institute of World Affairs, established by the New 

r Social Research, It is the result of a joint research project executed 

by tl ree authors under the leadership of the two editors, the late Arthur 

Feiler in the early stage and Jacob Marschak in the latter part. Marschak 

ote an extensive introduction (twenty pages). The authors were active 
n public affairs until 1922. Since that time they have lived abroad, 

ir work has involved daily and thorough study of Russia. As the editor 
t, the book is a result of a “systematic analysis of published sources 

en who can read between the lines.” The reviewer agrees with this judg- 


The principal sources on which the book is based are legislative materials, 
mic and legal literature published mainly in Soviet periodicals, and 


aily press. The authors also used modern Russian fiction as a source of 
ition to help them in interpreting the types of Soviet managers and of 
omic officials and their social backgrounds. 

ithough the three authors do not accept a joint responsibility for the 
ontent of the book, but only for their respecive parts, the book is fairly 
ind well organized and does not involve much repetition, a result of 
rk of the authors, or of the editors’ efforts. The subject is wider 
title indicates, but presentation is limited to a relatively small space. 
is of the management of industry (manufacturing) takes up two- 

his and that of collective farms the remaining third. 
reasons why the scope of the book appears wider than its title indi- 
y result from the peculiar position of the Soviet manager of an 
ial enterprise, as compared with a manager of a private capitalistic 
The rights of the Soviet manager to administer, particularly to 
t property of the state-owned enterprise, and still more his power, 
ited by the prerogatives of the state institutions and by the inter- 
of the various organs of the Communist Party, that a study of the 
t of industry in the U.S.S.R. must include a great deal of study 
sovernmental economic organs, such as industrial People’s Commissariats 
| their main industrial boards and trusts, as well as a study of various 
government planning institutions and of the rdle of the Communist Party in 
industrial management. The authors really do this, although they intended, 
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so the introduction states, to put emphasis on the single industrial plant anq 
the single collective farm, or still more narrowly, on the managers or chair. 
men of these enterprises. 

As the authors point out, the power of the Soviet manager of an industria) 
enterprise continues to be limited in spite of the repeated declarations of the 
high organs of the State and Party that the plant manager should have fyj) 
autonomy in the field of production. From the analysis of the relationship 
between management and employees given by Schwarz (chap. 3), it appears, 
however, that beginning with the late twenties the position of the manager 
within the industrial plant was fortified in relation to employees. He was less 
hampered in his work by the workers’ plant committee. At that time trade 
unions lost their importance both inside and outside the plant. In the thirties 
the hiring of labor was completely under plant management without any in- 
fluence of unions, and the collective contracts with workers were discon- 
tinued. The Soviet manager of an industrial plant is more free to hire and 
fire labor than to dispose of property. 

The chapter on the origin and general types of plant managers (chap. 9, 
also by Schwarz) is of sociological interest. The approach here, as in other 
chapters, is historical. The changes are traced from the early period of revolu- 
tion, through the period of the New Economic Policy and the Five-Year Plans 
to the situation at the beginning of the war. The author emphasizes the im- 
portant réle acquired recently by young Communist technicians in the high- 
est state institutions of the U.S.S.R. Engineers are as numerous among the 
People’s Commissars in the U.S.S.R. as lawyers among the members of cabi- 
nets in the capitalist countries. This indicates a clear trend from legalism to 
technocracy. 

Output, cost, profit, prices and credit in industrial enterprises are covered 
in the first part of the book (chaps. 6 and 7). Yugow, who is responsible for 
these subjects, treats them with special attention to the position of the plant 
manager. 

Yugow is also responsible for the second part of the book, which discusses 
the management of collective farms. In the opinion of the reviewer, the prob- 
lems here are treated less satisfactorily than the problems of industrial man- 
agement. This may be due partly to the fact that source materials are less 
satisfactory, but the author was not sufficiently critical in his use of them. 
There are several inaccuracies in the introductory chapter (chap. 10), 
which the author attempts to present in a limited space the development oi 
Soviet agrarian policies. It is erroneous to treat the Soviet policy in relation 
to collective farms during the period of the New Economic Policy (1922-28 
as a continuation of a similar policy during the early period of War Com- 
munism (1918-21). In the opinion of the reviewer, it is also incorrect to say, 
as does Yugow, that the new radical agrarian policy of forced collectivization, 
accepted in 1929-30, was imperative because agricultural productivity could 
not be raised on the peasant farms. The author is correct when he says that 
the policy of zigzags and half-hearted concessions to the well-to-do peasantry, 
characteristic of the later years of the New Economic Policy, had an adverse 


1 
T 
re 
G 
er 
na 
pa 


MBER 


and 
hair- 


Strial 
if the 
full 
nship 
ears, 
lager 
less 
trade 
irties 
y in- 
scon- 
and 


p. 9, 
other 
volu- 
Plans 


1944] BOOK REVIEWS 897 


effect on the economy. But it is reasonable to believe that, if the government 
had adopted a policy of stable and whole-hearted concessions to the upper 
strata of the peasantry, agricultural productivity would have increased rapidly. 
This is substantiated by the rapid recovery of agriculture during the period 
1922-26. Recovery then was more rapid than in any other period under the 
Soviet government, including the period of stabilized collectivized agriculture 
after 1935, concerning which Yugow is very optimistic. Consequently, the 
reason for forced collectivization was more political than technological. 

In the same chapter (p. 137), the author accepts the legend spread by 
propaganda; namely, that extreme fluctuations of crop yield, formerly char- 
ac teristic of Russian agriculture, have abated considerbly since the stabiliza- 
tion of collective farming. This is not based on objective data, since com- 
prehensive crop statistics have not been revealed for recent years. The thesis 
could not be proven even if such statistics had been published, since the 
period after the stabilization of collective farms, which may be counted from 
1935 or from 1937, is too short to demonstrate any fact statistically. Further- 
more, the technological changes in agriculture introduced by collectivization 
could not result in a great degree of stabilization of crops in the climatical 
conditions prevailing in the principal agricultural areas of Russia. Tractors 
and combines are used not only in the U.S.S.R., but also in Australia, in 
Canada, and in this country, but their use has not reduced the variability of 
crops in regions climatically similar to the main crop regions of the U.S.S.R. 
Generally speaking, Yugow uses Soviet crop statistics without analyzing 
them sufficiently to see if they are comparable from one period to another. 
This also affects his conclusions on the income of collective farms. 

n the remaining chapters of the second part, the author treats satisfactorily 
such problems as the constitution and administration of collective farms, the 
organization of work on them, the relation of collective farms to the govern- 
ment and the Communist Party, and the planning of work on collective farms. 
In discussing the last two problems, he shows how little self-government 
exists in the administration of collective farms and how little voice the 
management has in the planning of the utilization of land and other prop- 
erty, not to mention the voice of the members of the collectives. 

In discussing income and incentives on collective farms (chap. 15), the 
author failed to mention that the share of the government in the kolkhoz 
income in kind was not only large, but had a tendency to increase during 
the recent pre-war years, at the expense of the share of the members of 
collectives. From semi-official information in the Soviet press, it appears that 
in 1937, 36 - cent of the grain produced on collective farms was distributed 
among members of the collectives; in 1938, 27 per cent; and in 1939, only 
23 per cent, while Yugow says that for 1937-39 about 40 per cent of the 
kolkhoz income in kind was distributed among members (p. 167). 

Notwithstanding these faults, the book deserves the attention of all people 
interested in the economic experiment of Soviet Russia. It supplies valuable 
information based on objective data, interpreted by competent specialists, 
particularly in the part discussing industrial management. It should be 


» oh 

m ¢ 
vered 
e for 
lant 
Diant 
usses 
man- 

PSS 
nen 
in 

af 
.78 
tan 
ou 
[hat 

ntry, 
verse 


898 THE AMERICAN ECONOMIC REVIEW [ DECEMEER 


studied by students of economic systems, by students in business adminis. 
tration, and by business men who expect to have closer contacts with the 
Soviet Union after the termination of the war than they have had heretofore. 
V. P. TimosHenxo 
Food Research Institute 
Standford University 


Soviet Planning and Labor in Peace and War; and Soviet Economy and the 
War. By Maurice Doss, (New York: Internat. Publishers. 1943, Pp, 
124; 95. $1.00 each.) 

The task of these two small volumes is to summarize in a form convenient 
for general circulation a considerable body of historical and current infor. 
mation concerning the organization, function, achievement, and war-situation 
of the Soviet economy. In Mr. Dobb’s words, he “does not claim to do more 
than collate material than is familiar enough to those who have made any 
study of the subject in recent years, . . . attempts no novel judgments, . , , 
[undertakes] no special research into new data.” His volumes are directed 
at those of us who are not fully familiar with the source material. Because 
many economists, as well as most of the general public, are deficient in a 
factual knowledge of the Russian industrial organization, they should serve 
a definitely useful purpose. 

Soviet Planning and Labor presents a brief history and descriptive analysis 
of the organization and aims of Soviet economic planning; an exposition of 
Russia’s monetary system and of its fiscal, credit, and price policies; and an 
analysis of the character and working of its labor and wage policies. It is 
concluded with an appraisal of the effects of the war upon Russian productivity 
up to the siege of Stalingrad. Soviet Economy and the War begins with a 
statistical history of the growth of Russian national output from 1913 to the 
outbreak of the present war. It continues with a brief appraisal of Soviet war 
potential, an analysis of industrial location policies, a description of the 
organization of the collective farms, and some explanation of the function o/ 
trade unions in the Soviet. 

Although the two volumes are thus supplementary, they are not organized 
to form an orderly sequence and do not purport to represent a comprehensive 
or highly systematic treatment of the Soviet economy. They nevertheless cover 
a surprisingly large amount of territory and do so extremely well. The 
factual description is adequate and precise without being overburdened with 
minute detail. The evolution of the State Planning Commission (Gosplan) 
and the manner of its operation are well treated. Considerable attention 's 
devoted to the various aspects of the Soviet financial operation, including 
“enterprise profits,” the turnover tax, credit extension, voluntary saving, and 
the regulation of the price-cost margin for consumer goods. In the labor 
sphere some attention is devoted to the Stakhanovite movement, to the ex 
perience with incentive wage plans, and to the participation of labor groups 
in planning. The evolution of the collective farms and of their physical and 
financial relationships to the national economy is also discussed. The statistical 
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it of the rise of Russian national output since the pre-Revolutionary 
well handled and interesting. 


. In addition to marshalling a good deal of information, moreover, Mr. Dobb 


an excellent job of elementary analysis in explaining the ends of 
planning and the methods by which they can be implemented. In 


nesting these essentially theoretical matters he has wisely de-emphasized 


abstruse and (in practice) secondary theoretical issues while em- 
ng the principal problems of actual policy. The resulting exposition is 
without being overly technical. His explanation of the secondary 


“le played by finance in a socialist economy, of the modifications of tax 


hich logically follow upon the elimination of property incomes, and 
r importance of the traditional consumer-choice problem in Soviet 
to date is especially acute. Although for professional readers this 
planning will not be novel in content, it may well be novel in 
ind conciseness of exposition. 
Joe S. Bain 
ity of California 


Derk y 


Economic Systems; Post-War Planning 


mipotent Government. By Lupwic von MisEs. (New Haven: Yale Univ. 
Press. 1944. Pp. ix, 291. $3.75.) 

The title of this book, as well as Professor Mises’s well known attitude 

| government control of economic life, indicates the basic tendency of the 

greatly excites the interest of the reader. One would expect that 

r would deal with the basic problems of planned economy in democ- 

2ress and security, and that he would discuss the vital question 

any government’s interference in economic life could go without 

the fundamental working of democracy and without infringing 

ples of freedom, The author had a good case for analyzing the 

national welfare and freedom which bureaucratic handling of eco- 


nomic problems generates. This reviewer, however, is afraid that Professor von 
Mises has weakened his case by his absolutely uncompromising opposition to 


étatism or “statolatry” and by his unrelenting consistency in 


presenting “laissez-faire capitalism” in its orthodox and theoretical form as 


ie only acceptable economic system. 
In this book, which bears many signs of his wide knowledge, experience 


and pet it observation, the author does not concentrate on economic 


deals also with history, politics, philosophy, military questions, 
ms, etc. On all these matters it contains sweeping statements 


waich are pronounced with well-nigh authoritarian dogmatism. 


e than half of the study is devoted to the problems of Germany and 


‘ue German nation. Although many of the author’s observations are ex- 
uemely interesting and shrewd, von Mises has not arrived at any really new 
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conclusions concerning the problem of Germany in general or of nazism jp 
particular. An exception is perhaps the emphasis he puts on the rile and 
responsibility of étatism with regard to the development of Germany before 
1914 and to the origin of nazism. His view of the réle of the German Social 
Democrats and of the influence of the German Chair Socialists represents 
one more attempt to explain the complex German problem. Some of his 
observations are certainly correct and might initiate a fruitful discussion: 
others will have to be subjected to careful scrutiny. 

Written around the central scheme of the dangers of étatism, the book 
handles so many different problems that it is impossible to examine al] of 
them within the scope of a review—even if the reviewer should feel compe- 
tent to deal equally well with economics as with items of history, military 
science, and philosophy. 

The first part of the book is devoted to the collapse of German liberal. 
ism. Liberalism “had not yet fulfilled its task when it was defeated by 
étatism, nationalism, and socialism,” all these ideas “penetrating into Ger- 
many from the West.” To them should be added militarism which played 
such an important part in the development of the German policy of aggres- 
sion but of which one can hardly say that it came from the West. The author 
refutes the oft-repeated statement that the bankers, big business men and 
capitalists in general had deserted liberalism, pointing out that the great 
majority of the German nation consisted of wage earners, artisans, small 
farmers, and shopkeepers, and that these men determined the outcome of the 
elections. The explanation of why the vast majority of the German nation has 
turned that way is still missing. 

In the second part of the book, called “Nationalism,” various topics such 
as étatism, autarky, protectionism and nationalism, are analyzed, again 
with special regard to Germany. Here the author develops his concentrated 
attack against étatism in all forms. He presents many excellent arguments 
showing how damaging government interference with economic matters can 
be. By holding étatism wholly responsible for all mistakes and errors, he 
oversimplifies his case or advances arguments which are not altogether con- 
vincing. A few samples may be quoted here: “Within a socialist society there 
is no room left for freedom and socialism must lead to the dissolution of 
democracy. . . . Socialism as a universal mode of production is impracticable 
because it is impossible to make economic calculations within a socialist 
system. . . . Socialism in one or a few countries is not yet true socialism; 
socialism in Russia and in Germany have been working in a world the 
greater part of which still clings to a market economy. . . . Socialism con- 
fined to one or a few countries in the midst of a world capitalist economy 
is only an inefficient system. And the German pattern is less inefficient than 
the Russian. . . . Social codperation and the division of labor can be achieved 
only in a system of private ownership of the means of production.” 

Von Mises repeats and strengthens his fundamental opposition, known from 
his previous writings, to any kind of interventionism including social policy. 
He states once more: “There is no third system between a market economy 
and socialism—unless chaos is considered an alternative. . . . Interventionism 
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begets economic nationalism and thus kindles the antagonism resulting in 
var.’ To assert that “modern monopoly is the result of government policies 


of free trade” is to do away with the whole theory of imperfect competition 
and not to see the problems of big industrial combines due primarily to their 
technological strength. 

Rather brief is the section on German protectionism, though this policy is 
rightly regarded by many as one of the most important steps in the economic 
evelopment of Europe. Faced with the choice of adopting the free trade 

Great Britain or “imitating half-barbarious nations like Russia,” 
nany chose the second path. Why could Germany not have acted on 

r own, and why should she have imitated Russia which after all was not 

t for the world economy? The influence of nationalism and especially 
of ultra-nationalism in domestic as well as in international economic policy 
nvites a detailed analysis. Von Mises touches only upon some of its aspects. 

mewhat surprising to read that the Poles and the Czechs substituted 

ssive nationalism for the democratic principle of nationalism, and 
th ry soon German nationalists adopted the same attitude. It seems to me 
that the author sometimes tries to embrace too many topics without taking 
the time to check on all pertinent data.) 

rd part of the book is devoted to “German Nazism” and the prob- 

‘elated to it. Pangermanism is described as a special case of nationalism. 

pport in all parts of the German nation. The imperial government 

factual political codperation with all groups hostile to capitalism, 

and an unhampered market economy. Von Mises criticizes the 

ocial Democrats very severely and tries to dissipate the widely 

yn of the pacific and liberal nature of this movement. However, he 

ar as to write: “The Labor Unions became in effect a public agency 

use violence to enforce their ends as were later the pogrom gangs 

Russia and the Storm Troopers in Nazi Germany.” The reader 

get the impression that von Mises distributes his blame between 

| labor unevenly throughout the book. He says, for instance, that 

1ot adequate wages have usually been the reason for demands of cus- 

ms duties, without bearing in mind the tariff demands of manufacturers, 

farmers, and so on. According to Professor von Mises the ideas of nazism 

were developed by the Pangermans and the Socialists of the Chair in the last 

thirty years of the nineteenth century. Antisemitism is discussed at some length 

and the author concludes with the certainly interesting assertion that the 
present war would never have originated but for antisemitism. 

Original though not very profound is the chapter on the Weimar Republic 
and its collapse. According to von Mises, the Germans would have decided 
in favor of democracy in 1918. The socialists, however, wanted not democracy, 
but rather dic tatorship of the proletariat, and therefore the idea of democracy 
soon became suspect. The Germans had then only the choice between the two 
dictatorships of the communists and the nationalists. The only real alternative 
‘0 nationalism was the adoption of unrestricted free trade. The whole 
German nation, however, favored a policy of government interference which 


‘ming at a reform of the market economy and would collapse with a regime 
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could result only in Zwangswirtschaft (to the author synonymous with planned 
economy). 

While von Mises considers the peace treaties outstanding examples of 
political failure, he does not think that the Versailles Treaty was bad as fa; 
as Germany was concerned. The failure was that the Allies permitted (er. 

any to defy some of its important clauses. In the opinion of the author there 
was no such thing as a transfer problem of the German reparations “for oj. 
lecting at home the amount of Reichsmark required for the payment auto. 
matically provides the quantity of foreign exchange needed for the transfer.” 
Many books were written dealing with the problem of transfer and examining 
in detail the conditions under which this automatic mechanism could work. 
The matter is certainly not so simple as it is pictured by von Mises. 

The Great Depression was international but only in Germany did it result 
in the victory of a party recommending war as a panacea. “The entrepreneurs 
preferred to be reduced by Nazism to the status of shop managers than to 
be liquidated by communism in the Russian way.” Surprising as it may sound, 
in the opinion of the author there was no other course open to them. But did 
the German people, including the entrepreneurs, really try another way? 

Von Mises raises the question so often posed by various writers, namely, 
why the nazi régime has not in time met with a vigorous opposition in other 
parts of the world. His explanation is rather simple. “The fundamental tenets 
of the Nazi ideology do not differ from the generally accepted social and 
economic ideologies.” With regard to “the dogmas of the present day un- 
orthodox orthodoxy there is no difference between present day British Liberals 
and the British Labor Party on the one hand and the Nazis on the other. 
Fabian and Keynesian unorthodoxy resulted in a confused acceptance of the 
tenets of Nazism.” This is another example of von Mises’s oversimplifications. 
Whereas it is undoubtedly appropriate to warn against the danger of believing 
and following various of the nazi economic miracles, to explain the failure 
of intellectual resistance to nazism by the general inclination toward étatism 
is to take but one feature out of an extremely complex problem. 

The last part of the book deals with the future of Western civilization 
Obviously Professor von Mises disagrees with international planning, because, 
in his opinion, planning and capitalism are utterly incompatible. He repudiates 
not only the idea of a world government, which has not been seriously pro- 
posed, but also any kind of planned international economic codperation. This 
applies equally to monetary planning, to an international trade authority, or 
to the organization of international capital transactions. One chapter is (e- 
voted to peace schemes. He discusses armament control and expresses himself 
as in favor of the complete eradication of nazism and as opposed to a 
dismemberment of Germany and to a transfer of population. He advocates 4 
union of the Western democracies, based on free trade, and the creation of 
an Eastern democratic union including all nations between Germany, Switzer- 
land, Italy, and Russia. This union as proposed by the author would have a 
central executive power, and thus would not be a simple federation. It would 
in some aspects of its executive organization resemble the old Austro- 
Hungarian Empire. 
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In his conclusions the author reveals once more his Cato-like, uncompromis- 
ino belief in a complete laissez-faire capitalism. Durable peace is possible only 


under perfect capitalism. In such a world of unhampered market economy, 
SC pe of government activities would be’ limited to the protection of the 
ves. health, and property of the individuals against violent or fraudulent 
.ooression. In a world of perfect capitalism, entirely free trade and free 
migration, no international conflicts could arise. There would be no economic 

ses of war. This perfect liberalism is, however, impracticable because, 
according to the author, most people are still too unenlightened to grasp its 
meaning. If this is really so, then government interference with business will 
continue, étatism will not be destroyed, and protectionism will create new 
international conflicts. 

People who do not believe in the eminent importance of economic causes of 
war might say with equal right: In order to avoid war we have to establish 
deep religious faith everywhere and return to primitive Christianity. How- 
ever, such utopian ideas will not help solve the great difficulties facing the 
post-war world! 

This reviewer regrets that Professor von Mises has stated his case, in some 
instances so brilliantly expressed, in this rather negative and maximalistic 
form. As von Mises himself says, he does not expect that his perfect capitalism 


will be introduced; however, he does not see any alternative except complete 


the 


cau 


socialism or chaos. Perhaps he purposely overstates his case in order to 
emphasize the danger of exaggerated étatism and ultra-nationalism, and the 
menace of planned economy for freedom and democracy. But I wonder whether 


this purpose could not have been achieved more effectively by entering into 
a detailed and constructive discussion of some of the vital economic problems. 
Though this reviewer cannot agree with Professor von Mises on a number 
of important subjects, he certainly recommends the reading of his book. It is 
highly stimulating and, in these times of indiscriminate advocacy of govern- 
ment intervention and of popular belief in the wisdom and power of bu- 
reaucracy, this book might have a sobering effect, inducing the reader to 
consider more critically the réle of the government in economic life. 
ANTONIN BASCH 


Columbia University 


Comparative Economic Systems. By RALPH H. Biopcett. (New York: Mac- 
millan. 1944, Pp. xi, 845. $4.00.) 

The widespread interest in planning for the post-war years and in under- 
taking political and economic ‘measures which will assure a lasting and 
prosperous peace makes particularly welcome the appearance of an authorita- 
tive, clear, and well-integrated textbook on comparative economic systems. 
The war has necessarily made students aware of the vital character of politi- 
cal and economic systems. It has even made the study of this field a “practical” 
matter to many whose interest in economics once went no further than 
applied business courses in which profit seemed immediate and sure. And 
tose of us who were teaching before Pearl Harbor may hope that interest 
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in such vital matters as those presented in Comparative Economic System; 
will not decline. There is now more room than ever for the well-trained 
mind which can distinguish truth from prejudice in molding the course oj 
events in the critical years ahead. 

Although now is the time to be prepared with text materials to meet the 
need for fact in a much confused field, and even though there has been 
room in the college market for a good book on comparative economic systems. 
it takes considerable courage to publish a book in this field at this time. 
Changes brought about by the Second World War are bound to make revision 
of such a book desirable between galley and page proof. Shortly after pub. 
lication of the book under review, for example, a program for granting 
autonomy to the Soviet republics was announced which presumab!v will alter 
economic as well as political arrangements; capitalist Britain had received 
a “four-year plan” from Prime Minister Churchill; “occupied” Italy was 
purging itself of fascism and groping toward new economic postulates: and 
capitalist America was placing much emphasis and reliance on post-war plan- 
ning. Indeed, it can be said that planning shows signs of becoming a respectable 
word in capitalist countries as well as in fascist and socialist nations. Such 
war-induced changes in the so-called capitalist countries, modifications in 
the Russian ssytem, and the collapse of the Fascist and National Socialist 
parties in Italy and Germany, as well as other war-caused dynamics, can 
raise havoc with the completeness and accuracy of any textbook in this 
field. 

Yet, no textbook writer can expect to wait for the world to calm down 
and no one would wish to see college students deprived of the best textbook 
materials available during this period of rapid and cataclysmic changes. Dr. 
Blodgett has written a book which gives the student a good picture of com- 
parative economic systems as they existed when the present war moved into 
high gear. He has employed in this difficult field a clear, easy, and teachable 
style and an excellent handling of economic principles and concepts, already 
well demonstrated in his principles and problems books, for the benefit of those 
students who have difficulty in understanding the essentials of “planned” 
and “unplanned” societies. 

Besides clarity of style and presentation, the strong feature of this book 
is its use of the “topical” approach. It represents the first attempt to 
synthesize the principal characteristics of the various economic systems by 
reference to the important phases of economic life. Thus, the author dis- 
cusses the applicability of economic principles and the economic institutions 
found in each system, follows this discussion with the bases upon which 
economic decisions are made, and then moves into the organization of in- 
dustrial and agricultural production for the various systems. Following 4 
treatment of the mechanism of exchange and the operation of credit and 
investment institutions, the author introduced—much in accordance with the 
outline of standard economics principles textbooks—his analysis of te 
distribution of income, the status of labor, international trade and public 
finance. The main portion of the book is then concluded with chapters con- 
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taining a summary evaluation of capitalism, socialism, Soviet Russia, and 
fascism. 
Separated from the rest of the book as Part II are five chapters on Marxian 
sm, with 140 pages devoted to such matters as the Marxian philosophy 


socia 
and interpretation of history, theories of value and wages, the class struggle, 
and predictions as to the breakdown of capitalism. By separating the discus- 


sion of Marxian socialism, Dr. Blodgett has made it possible for teachers to 
yse or to eliminate this section of this book. Even though the analysis of 
Marxian socialism is exceptionally well done on a level quite suitable to 


the college student who would flounder in following Marx’s ponderous style 
in the original, some teachers will find Part II to be too long as a summary 
and too short as a thorough analysis. 

Interspersed throughout the book are excellent discussions of the theoretical 


aspects of capitalism and socialism with lucid analyses of the advantages and 
drawbacks of these systems. Indeed these analyses and the other places 
where the author deals with economic principles and their application are 
the best parts of the book. The author also follows each chapter with provoca- 
tive and well chosen topics for discussion and analysis. Teachers of economic 
principles will appreciate the author’s use of principles since students can 
hardly be taken over such ground too often, nor can they be overexposed to 
concrete application of fundamental economic theory. 

While the author has made a contribution in introducing a topical approach 
to comparative economic systems and in considering capitalism along with 
the foreign “isms” so customarily overemphasized in such texts, this reviewer 
would like to see the topical synthesis carried much further. The author 
still tends to treat the various systems separately within each important 
phase of economic life. There are innumerable opportunities in discussing 
he Soviet system or fascism to draw comparisons with American or British 

and economic policy. The author does this occasionally, but so 


infrequently as to lead an uninformed reader to overlook the many cases 
in which American or British regulations, plans, and business practices 
are strikingly similar to those in “planned’’ economies. 

Thus fascist regulations of business activity, such as “unfair competition,” 
have supposedly been made to protect the public welfare against individual 
selfishness. The National Socialist Party undertook certain controls with 
the avowed purpose of opening the way for private industry and trade. 
These and other controls of production, prices, distribution, and labor 
relations in Russia, Italy, and Germany smack of the flavor of business and 
l ontrols developed in this country and in Great Britain. The so-called 
capitalist countries may pride themselves in believing that controls developed 
in the emergencies of the Great Depression and the Second World War are 
temporary and can be removed at will. But the fact that these controls have 
been tolerated to an increasing extent over the last three decades and the 


it they are even invited by various business and labor groups should 
ake their comparison with controls in foreign systems valuable. The in- 
ed student should never be lulled into the belief that differences exist 
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when they do not. And he should be prepared to realize the nature, extent. 
and implications of these controls. Not that the controls introduced in capitalist 
America and Britain may be wholly or partially undesirable, but the ing. 
vidual today cannot know where our economic system is going, and cannot 
draw his own conclusion as to whether he wants it to go that way, without 
such information and comparison. 

The lack of a thorough synthesis in this book may be due to some extent 
to the author’s tendency to compare actual experience in Russia, Italy, and 
Germany, with ideal capitalism. Had the author drawn more upon comparisons 
with actual controls in Great Britain and the United States, this tendency 
might have been eliminated. If the findings of such investigations as that of 
the Temporary National Economic Committee had been used as a back-drop 
against which to compare the fascist and socialist economies, a more accurate 
picture of the comparative aspects of economic systems could have been 
drawn. Economic systems in practice do not present as many clear-cut 
economic differences as is usually supposed and as is ordinarily implied by 
the heavy reliance of textbook writers upon the comparison of theoretical 
capitalism with theoretical socialism or fascism. 

On the whole, the analysis of German National Socialism and Italian 
Fascism appears to be adequate, clear, and accurate. But in the description 
and evaluation of certain aspects of Russian economy, the book seems to 
this reviewer to have certain weaknesses which detract from the otherwise 
excellent presentation. Too much reliance has been placed on secondary 
sources and rather too much material has been drawn from the one-sided 
accounts of such vigorous critics as Utley and Florinsky, particularly in the 
analysis of Russian production. Despite the author’s recognition at certain 
points that the pre-socialist economy of Russia was so backward as t 
place Soviet Russia far behind outstanding capitalist nations thirty years 
ago, the author still leaves the reader with erroneous impressions by com- 
paring worker productivity in Russia with that of capitalist countries. Con- 
sideration of the economically primitive state of Russia in 1914 with the 
accomplishments three decades later leaves a different impression than a 
comparison of steel production per worker at the end of the first Five-Year 
Plan with such production in the United States or Germany. Moreover, the 
record of Russian production displayed by the availability of equipment in 
the present war, coupled with the enthusiastic reports of Wendell Willkie, 
Donzld Nelson, and Eric Johnston, do not support the impression gained 
from Dr. Blodgett’s book. Of course, much of this impression may be unin- 
tentional. Data on Russian production are scarce and recent data almost 
unavailable. Moreover, war unharnesses technology and stimulates productive 
effort. 

Another matter which has caused this reviewer some concern, particular!) 
in the discussion of Soviet Russia, has been the practice of the author o! 
paraphrasing criticisms of vigorous antagonists without making clear that 
these criticisms do not necessarily represent his own conclusions. It would 
have been helpful to the student to have these criticisms well identified and 
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the author to assist the student in weighing these criticisms by making 


4 Ae evaluation of them as the various subjects are discussed. 
4; would be expected within such a complicated field as comparative 
nomic systems, few persons could agree on the proper approach and 
ent of such a book. It seems to this reviewer that the departure of 


actual social systems from theoretical capitalism or socialism is so great 
i economic aspects so fused with political and cultural factors that any 
comparative economic systems encounters difficulties in outlining 
lear-cut patterns which no longer exist. With the tendency for capitalist 
nations to adopt certain principles and practices heretofore identified with 
socialism and fascism, and with such countries as Russia recognizing and 
adopting some of the characteristics of capitalism, a new variety of economic 
system is emerging, Certainly events of recent years and post-war probabili- 
ties indicate that sharply defined economic patterns may become increasingly 
find. Perhaps we need textbooks and courses which will draw 

ether and evaluate social, economic, and political characteristics of the 


leading nations of the world. But within the framework of present courses 
and texts on comparative economic systems, Dr. Blodgett has written an 
excellent book which should be widely accepted in the classroom and should 


furnish the basis for a new approach to the subject, an approach emphasizing 
the synthesis of economic phases of modern society. 
Harotp D. Koontz 
Washington, D.C. 


Civitas Humana—Grundlagen der Gesellschafts- und Wirtschaftsreform. By 


WitneLmM R6pxKeE. (Erlenbach-Ziirich: Rentsch. 1944. Pp. 408.) 
The author is known to English speaking readers through a number of 
studies, including his books on Crises and Cycles, German Commercial Policy 
and International Economic Disintegration. The present work by Dr. Répke 


lows up his earlier study, entitled Die Gesellschaftskrise der Gegenwart, 
lished in 1941. It opens with a discussion of possible ways of organizing 
he economy. Collectivism is rejected and the only alternative is considered 
ye a free enterprise economy. That does not mean capitalism in its tradi- 
tional form: what Ropke visualizes is a truly competitive, free enterprise 
economy in which monopolies would not be tolerated. Such a system can- 
not, however, be expected to develop from /aissez faire; a well-conceived and 
active policy is required to bring it about and to preserve it. Such a policy 
wou! of all have to provide the necessary framework, safeguarding 
against violation of the “rules of the game.” Another type of measure (“liberal 
tervention”) should serve the purpose of facilitating necessary adjustments. 
Other measures should aim at effecting changes in the economic as well as 
the social structure (“economic humanism”). Changes in the economic 
sphere should be mainly in the direction of decentralization, those in the 
cial sphere in the direction of ‘“de-proletarianization.” 
The social reforms, providing the necessary background, are dealt with in 
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the three following sections, entitled “Ideological Basis,” “State” and “sp. 
ciety.” This review will confine itself to a discussion of the economic aspects 
dealt with in the introduction and taken up again in the concluding section 
of the book. Elaboration of the international problems, treated only very 
briefly, is promised in a later study. 

Collectivism (planning, socialism) is considered to be the “deadly peril 
of the Western World.” It is not compatible with democracy, except in war. 
time. It is indeed, the author emphasizes, closely connected with war, as 
modern warfare requires a highly planned economy and states with planned 
economies are likely to be in favor of war—to make planning indispensable. 
The system lacks a guiding principle to determine what and how much to 
produce, as various economists have proved to Dr. R6pke’s satisfaction: no 
reference, however, is made to those other economists who have shown that 
free consumers’ markets may be preserved as a guiding principle in a collective 
as well as in a free enterprise economy. 

Even those who do not share the author’s extreme views on collectivism 
might at first sight accept his alternative, free enterprise economy without 
monopolies, backed and supplemented by adequate measures of economic 
policy—provided that it can be realized and kept working. But it is pre. 
cisely at this point that the author fails to reassure us. The crucial problem 
of how to eliminate monopolistic influences is hardly dealt with, an omission 
for which Dr. Répke apologizes in his preface. He makes some contribution 
in that direction, however, by his suggestion to decentralize industry, re- 
placing giant enterprise by small- and medium-sized plants, scattered in 
small towns, offering pleasant living conditions. That, incidentally, is perhaps 
the main positive suggestion that the author has to offer. 

On the whole, much more is said about what should not be done than about 
what should be done. Agrarian protectionism of the last decades is sharply 
attacked. Much space is devoted to anti-depression and full-employment 
policies of the Keynesian type. One might perhaps have surmised that Ropke’s 
“liberal interventionism” might allow for such measures; but that is not the 
case. Depressions, the necessary correctives of a disturbed equilibrium, are 
inherent, we are told, in every economic system, be it collectivist or free 
Adjustments cannot be avoided. In a free enterprise economy they occur 
spontaneously and achieve their purpose accurately without sacrifice of free- 
dom and flexibility. These adjustments are, however, often slow and involve 
painful and unnecessary losses and individual hardship. “Regimented” adjust- 
ment has the merit of quick and effective action to overcome symptoms (un- 
employment), but the enormous drawback that it inevitably entails com- 
pulsion, ruthlessness and clumsiness and makes it impossible to reach again 
a true equilibrium. All this is of course highly controversial; still more so is 
the assertion, which we find later in the book, that full employment is not 
compatible with a free enterprise economy (“dass die von Keynes behauptete 
Vereinbarkeit von Vollbeschaftigung und Marktwirtschaft nicht besteht”) 

One might have assumed that “economic humanism” would include meas- 
ures of increasing social security. But this, again, is not the case. Measures 
of the type outlined in the Beveridge Plan are rejected. What the author has 
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‘nd when he speaks of economic humanism is not redistribution of 
but some redistribution of wealth, with every family possessing its 
ise and some small piece of land. This may be an attractive picture; 

but the question remains whether those exposed to unemployment and 
‘ring from the lack of social security would actualiy prefer Dr. Répke’s 
rnative to active employment and social security policies—even if these 
some sacrifice of “freedom.” 
GERTRUD LOVASY 


yond Victory. By Jerry Voornis. (New York: Farrar and Rinehart. 1944. 
Pp. xiv, 240. $2.50.) 

In its general form, the plan of Congressman Voorhis for winning the 
peace is an elaboration of the Atlantic Charter. Its first five chapters ra- 
tionalize the Freedoms. Its next three chapters, the longest and most sub- 

ial in the book, deal chiefly with means for attaining Freedom from 

Then, after attacking “racial” arrogance and insisting on the real 

f our apparently numerous “worlds,” it concludes by pleading for the 

1d leadership which will induce us to pay the price of the Freedoms. 

program for Freedom from Want, if we omit the repetition of conven- 

| devices and New Deal expedients, contains several interesting pro- 

posals. Internationally, debtors are apparently to be relieved from paying 

in any other form than that of goods-and-services exports. That is, creditors 

t to acquire ownership of the debtor’s capital, or means of production. 

ition of this proposal, including its application to private foreign in- 

is left somewhat obscure by failure to distinguish clearly between 

states on one side and their people and private business units on 

ther. Domestically, although the oversaving-underconsumption theory 

ssion is implicitly accepted, public works are played down and the 

sis is given to monetary and fiscal measures. In particular, the addi- 

oney which is necessary to prevent the growth of production from 

“deflation” and depression (the author does not distinguish between 

increase of production and a decrease of money as a cause of falling 

) “should be credited upon the books of the nation, not debited as is 

lone at present.” To illustrate, the government might be credited with bank 

alances, not subject to interest payments, to the extent of the new money 

red. At any rate, it “should create and spend into circulation” enough 

ibilize the (product) price level. Since the money could be spent to buy 

up government obligations, the proposal resembles the Fisher plan for con- 

necting debt retirement with currency expansion under a system of “100 
per cent money.” 

As a contribution to the will to peace, this work is decidedly attractive. The 
style is spirited, and even the occasional excursions into the field of faith 
are too pertinent to be treated lightly. As a diagnosis of international war, 
however, it oversubscribes to economic determinism. On the whole its treat- 

i “nations” neglects the distinction, so emphatically drawn by Sir 
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Norman Angell, between political states and their people, and the statehood 
of its nation-states is overdone in comparison with nationality and the at. 
titudes which characterize it. Thus the conclusions are much in the Leninist 
tradition of “imperialism,” as contrasted with the conclusions of, say, Eugene 
Staley. Again, there is too much stress on freedom from material want and 
not enough on freedom from wanting power over other nations. The “eco. 
nomic” cures for international war might have been brought into bette 
perspective if the author had noted that men compete for social standing: 
that the plane of competition falls as the size of the social group increases. 
and is lower for inter-group than for intra-group competition; that the plane 
is particularly low where national groups compete, and that it hits the 
bottom where the most “patriotic” nations are competitors. 
Bruce W. Knicur 
Dartmouth College 


Business Cycles and Fluctuations 


The Dynamics of Business: An Analysis of Trends, Cycles, and Time Relo- 
tionships in American Economic Activity since 1700 and Their Bearing 
upon Governmental and Business Policy. By NORMAN G. SILBERLING. 
(New York: McGraw-Hill. 1943. Pp. xii, 759. $5.00.) 

For almost thirty years before his untimely death in 1942 Norman J 
Silberling was a keen and diligent investigator of economic change. Well 
trained in the systematic theory taught at Harvard just before and during 
the First World War, he turned early in his career away from systematic 
theory and devoted his life to the quantitative study of business dynamics. 
He became Professor of Business Research at Stanford University and Presi- 
dent of the Silberling Research Corporation, Ltd., a private and self-sustaining 
business research agency. His book, The Dynamics of Business, published 
shortly after his death, in an impressive monument to a career that was 
successful both academically and in the market place. It deserves the careful 
attention of all students of economics, including that growing number of 
business men and labor leaders who have become aware of the fact that they 
are a part of a great and changing system whose changes they help to make 
and, at the same time, are made or broken by. 

Running to 759 large, well-packed pages, including thirteen appendices 
explaining in considerable detail the statistical sources and methods used, 
the book is not easy reading. Into it are interwoven a great mass of sta- 
tistical detail, many pages of American economic and financial history, and 
an impressive body of vigorous and bold analysis resulting at times in some 
very positive and occasionally dogmatic conclusions. It is hard to think of 
any economic “specialist” who will not here find something worthy of atten- 
tion within the field of his special interest. Population growth; price level 
changes; the course of national income and farm income; the cyclical aspects 
of agriculture, of building and real estate, and of transportation development; 
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CEMBER 

atehood 

the at. 

“Leninist stock speculation; corporate financial policy and the problem of taxation of 
Eugene corporations ; merchandising cycles; employment, wages and stabilization 

int and of wage incomes; business forecasting; price policy and cyclical instability; 

e “ego. and the future of production and capital, all these are treated in considerable 
better detail. 

nding: The central thread of thought running through this widely ramifying body 

Teases, of material is probably best identified on page 239, where Mr. Silberling in 

= plane beginning a vigorous and trenchant attack on American misuse of commercial 
its the banking in its relation to capital financing says: 


We have seen that the patterns of the price level and of the money income of agriculture 

GHT ave been determined mainly by the effects and after-effects of war finance. The inevitable 
‘eflation of wartime monetary and credit circulation and reestablishment of the metallic 

netary standards have contributed to prolonged periods of falling prices . . . the inter- 

liate wave-like undulations in general production also appear to have their origin in 

1nd economic disturbances accompanying and following major wars. As for the 

cal oscillations of business activity, we have reason to regard them as to a 

xtent the joint result of violent and long-extended gyrations associated with 

building construction and the initial construction phases of transportation plant and 

Rela- equipment. These waves of innovation and expansion in durable plant both have their 
the changing growth rate and movement of population. They have involved the 


te zation of capital and credit resources in ways that have not been consistent with 
nuous and orderly expansion. 
an | Mr. Silberling presents considerable statistical evidence neatly graphed 
Well to support his major contentions. The reader will have to draw his own con- 
brine clusions as to the validity of such “proof.” In general the reviewer believes 
seatie that Mr. Silberling is much more sophisticated in his use of the statistical 
mice method in discovering “causation” and “the truth” than most quantitative 
ary economists have been. At many points he displays an awareness of the super- 


ficial and unscientific character of much that statisticians have tried to 
palm off as truth, especially in the field of money and the general price 
level. But the reviewer is not convinced that Mr. Silberling’s careful demon- 
strations of co-variation will always sustain the burden of his argument. 
Certainly many of the time series relied upon are based on rather shaky 
data the further back into the nineteenth century they are carried. Conse- 
quently, even apart from the whole question of the significance of statistical 
co-variation, a degree of skepticism persists in the reviewer’s mind as to how 
fully the evidence actually supports the burden it is alleged to sustain. 
One may well wonder whether an index of production and trade in eighteenth 
century America has any very real significance in relation to the actual life 
of the time, and certainly one can be doubtful that such an index amounts to 
much when it bases agricultural production on population growth, and 
Colonial trade on imports from Great Britain, merely because other data 
were unavailable. Certainly one is scarcely surprised or enlightened to find 
that this “index of production and trade” declined sharply during the Revo- 
lution, based as it was upon imports from Great Britain! ; 

| Mr. Silberling’s sharp criticism of American banking and financial prac- 
licés Over many years are penetrating and for the most part valid. He places 
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great emphasis upon the qualitative test of soundness, holding in low regarq 
the quantitative school of thought, which assigns to the banking system as jt: 
principal responsibility the mere creation of enough liquid purchasing power 
to wash away all obstacles to active business and thus to float the economic 
ship on a level stable in terms of the popular stability criterion of the day, be 
it “the general price level,” “full employment” or something else. He assigns 
great importance to the evil consequences of a commercial banking system 
which has attempted for years “to straddle two quite distinct fields—capital 
financing and commercial credit.” Furthermore, he gives great weight to the 
importance of a pre-arranged and rigidly adhered to schedule of amortization 
for all loans, the function of loan capital being to “initiate and circulate,” not 
to settle down and go “stale.” The application of this set of ideas to the 
career of American railroads is presented most effectively. 

It is interesting to observe that very little of this analysis of banking 
credit, and capital formation rests upon any statistical “proof.” In fact. 
Mr. Silberling quotes extensively and effectively from Adam Smith on this 
point! Probably the most interesting, suggestive, and provocative chapter 
in the book is Chapter 25 on the Future of Production and Capital. But it 
too rests upon no strictly quantitative basis. It represents rather the sharp 
and penetrating thought of a keen mind, though a human mind and hence 
one capable of error, some degree of prejudice, and occasionally of incon- 
sistency as when, having previously attacked the undistributed profits tax 
as a device for substituting the investment decisions of many stockholders 
for those ot a few corporate directors, he asserts the superiority of the “busi- 
ness system” over Washington on the grounds that the former is operated 
as the resultant of many minds less likely to make predominantly wrong 
decisions than one concentrated mind (p. 460). 

Since this book is really four or five books in one, it is impossible to cover 
it fully in one review. Hence many important parts may here seem neg- 
lected. It is one of the great merits of the book that there is something in it 
for almost everybody. It deserves to be widely read and used in the educa- 
tion of economists. It is a full, rich book and he who can not find in it fruit- 
ful suggestions for his own further research is blind indeed. 

Paut M. 

Cornell University 


Public Finance; Fiscal Policy; Taxation 


Production, Jobs and Taxes. By Harotp M. Groves. A Research Study for 
the Committee for Economic Development. (New York: McGraw-Hill 
1944. Pp. xv, 116. $1.25.) 

Professor Groves’s Production, Jobs and Taxes is one of several current 
proposals for post-war federal tax revision.’ In several respects, Groves s rec- 


*The Twin Cities Plan for Postwar Taxes (St. Paul, Twin Cities Research Bur., 19+ 


EMBER 


regard 
| aS its 
Power 
nomic 
ay, be 
issigns 
ystem 
‘apital 
to the 
zation 
not 
fo the 


nking. 

fact, 
n this 
lapter 
But it 
sharp 
hen e 
ncon- 
S tax 


BOOK REVIEWS 913 


mmendations are substantially similar to those in the other studies. The ob- 


ives in each case are stated as adequate revenue to meet post-war federal 
itures at a reasonably high level of employment (variously estimated 
uire from 16 to 20 billion dollars), an equitable distribution of the tax 
and a minimum of discouragement of business enterprise which, in 
-cessary for high employment. Each program proposes a substantial 

ion in present taxes, including the abolition of the excess profits taxes; 
hey apparently would agree on, though they do not all mention, the 
of tax exemption for future issues of all government securities, and 

. revision of estate taxes to close loop-holes. There seems also to be in- 
attention to more liberality in loss carry-overs and in the timing of 


luctions for depreciation. In spite of Professor H. L. Lutz’s recent suggestion 


t post-war expenditures might be kept down to 11-12 billion dollars, even 
to 20 billions must be accepted with some misgivings that it will prove 
None of the plans, it’'may be noted, attempts to establish the 
tive importance of the various objectives. The next few years will probably 
lve difficult decisions reconciling balanced budgets, reduced taxes, and full 
ployment. Little guidance on the practical problems is given in Groves’s 
k or in the other tax proposals. 
The principal areas of controversy are the corporation income tax and its 
the individual income tax, and the treatment of capital gains ar 
to the first of which the comments in this review will be directed 
along with many other writers, considers the present combination 
ration and individual income taxes to be a particularly undesirable 
double taxation. Corporate income is taxed as such, and then 
is, paid from what is left of corporate income, are subjected to the 
le of individual income taxes. During the past several years much 
and several proposals have been made to alleviate the discrimination 
lity capital. The problem has been brought to the forefront by 
t high rates and the concern to stimulate private enterprise in the 
period. 
; wisely notes the indeterminateness of the incidence of the corpora- 
me tax, observing that to the extent it falls on stockholders it consti- 
louble burden on the profit element in income when dividends are 
subject to the full personal tax, and that to the extent that it falls on 
r on consumers through prices, it does so in an obscure and fortuitous 
nner (pp. 22-23). In his subsequent argument, however, he appears 


) proceed largely on the assumption that the burden of the tax is prima- 


profits. The heart of Groves’s proposal is found in his statement 


concerning production and expansion are influenced more by 
1ent’s interest in the company’s earning record than by hope of a high 


| and H. Chr. Sonne, Fiscal and Monetary Policy (Washington, Nat. Planning 
ph. no. 35, 1944). 
H. Kimmel, Postwar Tax Policy and Business Expansion (Washington, Brookings 
t., pamph. no, 53, 1943). 
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return for investors. . . . Business must have capital, and venturesome enter. 
prises will encounter a scarcity of funds if the rewards to investors are top 
limited. But management can often get the means as well as the incentive t, 
expand from the earnings of the business unit. The company’s success, wit} 
which management identifies personal success, is measured first by corporate 
net earnings, next by dividends, and least by dividends net of personal tay 
(pp. 24-25). 


Groves considers three different proposals which might alleviate this situation. 
The first, that the corporation tax be removed altogether by treating stock. 
holders as partners, taxable on their attributable proportions of income, js 
rejected as being administratively too complex and as unacceptable to stock- 
holders whose taxes may exceed their actual cash incomes. The second, that 
the corporate tax be abolished and that dividends be taxed as ordinary jp- 
come, and that retained earnings ultimately be taxed as capital gains at or- 
dinary rates, is also rejected as giving undue favoritism to retained earnings 
because of the delay in the realization of capital gains, and also because of 
revenue instability and possible revenue loss. Groves favors a third alternative, 
which is to regard the corporate tax as a withholding tax, applied at the basic 
personal income tax rate. The amounts reported by individuals as dividends for 
personal income tax would include the full amount received plus tax with- 
held. Individuals would then be given a credit, when and as dividends are 
received, for the tax paid by the corporation. 

It should be observed that Groves’s recommendation would give a system 
substantially similar to that prevailing before 1936, when dividends were 
first subject to normal tax, except that the rate paid by corporations as a 
withholding tax would be the same as the basic individual tax rate (16-20 
per cent in the Groves proposal), and except for the provision to include tax 
withheld as part of the dividend received. In spite of the offsetting credit, 
the net effect would be to increase the amount of income subject to surtax. 
The proposal involves both a change in the name of the tax paid by cor- 
porations and a reduction in rates of tax from the present level. It is ques- 
tionable whether the change in designation from corporate tax to withholding 
tax would have any far-reaching psychological effects on management; in 
so far as management is concerned, the reduction in rate would seem to be 
the significant thing. Groves’s proposal would be the least satisfactory of the 
three he considers, from the standpoint of his own objective to increase the 
income of the corporation. Accounting procedures might be so adapted as to 
show income prior to tax as the significant one “with which management 
identifies personal success”; but if income is in any sense thought to be iden- 
tified with an increase in assets arising from operations, then the tax, hov- 
ever named, will reduce income. The proposed tax is related to income, no! 
to dividends, and in this respect it would appear to be the same as the present 
one in its effect on availability of funds to business management. This state: 
ment is on the assumption that the incidence of the tax would not be changed 
by the change in its name. A case might be made for some modifications 10 
incidence, but Groves does not raise the point and it is beyond the scope 
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: this review to start a discussion of this complex problem involving the many 
‘actors influencing prices, wages, and profits. 

Groves’s proposal, though it seems less satisfactory as a device to increase 
porate income and thereby encourage management than do the two alter- 
natives which he rejects, can be adequately defended on the grounds either 
of slimin nating an unintended and undesired burden on profits or of minimizing 
a capricious burden on wages or consumers. The reduction in rate which 
would be involved by tying the tax to the basic or normal individual tax rate 


is the important thing. The desired reduction in the aggregate burden on the 
profit element of income by the withholding device and the credit allowed 
to individuals equal to the tax paid by the corporation would be lessened by 
subjecting the entire dividends plus tax withheld to individual surtaxes. The 


methods used prior to 1936 would be preferable in this respect, with only 
dividends received subject to surtax. 

At least two other of Groves’s proposals require comment. He suggests 
an averaging of individual incomes over a period of years by permitting re- 
bates if aggregate taxes appreciably exceed the tax that would have been due 
income had been evenly distributed. The objective, to reduce the penalty 


on fluctuating income, is laudable and the proposal is probably worth trying, 


though it would have some administrative difficulties. It is preferable to the 
alternative sometimes advanced to tax each year on the basis of average 
income for a preceding period, which might easily give a tax exceeding in- 
come in any one year. His proposal to attempt to provide an offset to the 


withholding tax paid by corporations by adjusting the basis of assets held 
by individuals in determining gain or loss, seems fantastically complex ad- 
ministratively, however, and not feasible for that reason alone. In view of 
the questionable nature of the incidence of the tax and of the relation between 
book and market value, the suggestion also appears to be carrying a basically 
logical proposition entirely too far. 

The fundamental proposition in Groves’s book, however, is the recom- 
mended shift from a corporation income tax, as such, to the proposed with- 
holding type of tax. In direct contrast to Groves’s concern with the net income 
of corporations as an incentive to enterprise is that of the Twin Cities Plan, 
in which “The thesis of this study is that relatively heavy corporate tax 
rates are not as harmful to the private enterprise system as are heavy indi- 
vidual income tax rates, for the reason that the latter shut off at the source 
all possibility of venturing capital by individuals.’* Accordingly, the con- 

nuation of a 40 per cent corporation tax rate is advocated to make possible 
a reduction in individual income taxes. 

Neither Groves’s book nor the Twin Cities Plan carries evidence of a 
thorough study to determine whether individual investment or management 
decision is the mainspring of enterprise. In both there is rather the im- 
pression of an expression of opinion or an avowal of faith. More empirical 
investigation is required before balanced decisions can be reached. We must 
determine with what aspect of enterprise we are principally concerned. If the 


‘The Twin Cities Plan for Postwar Taxes, pp. 12-13. 
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establishment of new concerns is the principal objective, one type of tay 
structure is required. If new financing by old companies is especially desired 
then another tax system may be needed. The development of new lines by 
existing concerns may require a still different set of tax provisions. In fact. 
at present, there is a certain subsidy to new ventures by concerns with es. 
tablished profit positions by the deductibility, through offsetting againg 
other income, of initial expenses and losses. This may be important as jt 
becomes implicit in management thinking with a continuation of high rates, 

Though all thoughtful opinions on economic matters must be welcomed. 
one cannot but wonder as to the effect on the Congress of the multiplicity of 
conflicting opinions, each purporting to represent the views of those con- 
cerned with the growth of free enterprise. Groves advocates a withholding 
type of tax on corporate income and sees corporate net income as the key 
item; the Twin Cities Plan favors a high corporation tax as such with lower 
personal taxes, with individual income as the important factor; Rum and 
Sonne advocate complete abolition of the corporate tax, except for a low 
franchise tax, with chief reliance on the individual income tax; the Brookings 
statement by Kimmel seems to favor elimination of the corporate tax, but 
expects only gradual reduction, with no definite preference indicated, on the 
treatment of dividends. The outpouring of plans indicates that positive action 
is needed, but their contradictions may be more harmful than beneficial. The 
balanced study, setting key factors in positions of relative importance and 
relating alternative proposals to each, has not yet appeared. 

Dan THROOP SMITH 
Harvard Graduate School of Business Administration 


State and Local Finance in the National Economy. By Atvtin H. Hansen 
and Harvey S. Pertorr. (New York: Norton. 1944. Pp. vii, 310. $3.75.) 


This book outlines a program of action. After describing the need for it, 
the authors outline the plan. Briefly, it is to modernize the structure of local 
government along rational lines and then, through federal grants of about 
3 billion dollars per year, to provide state and local governments with funds. 
These funds are to be used to develop natural resources, redevelop urban 
areas, and to maintain minimum national standards in the fields of education 
and the social services. 

Through the federal grants and certain tax revisions, state and local finances 
would be integrated with the federal system and all would be united in a 
“flexible budget” to be manipulated so as to counteract cyclical fluctuations 
In the last two chapters the authors present their proposals for total public 
expenditures and revenues in the post-war period. Several models of ex- 
penditures are presented, varying according to the level of private investment. 
The “intermediate position” with a moderately high level of private invest- 
ment seems to be the one which the authors regard as normal or typical. It 
contemplates a national income of 135 billion dollars, total public spending 
of 36 billions, savings of 15 billions and private investment of 12 billions. 
The excess of 3 billions would be absorbed by public borrowing. In boom years 


MBER 


f tax 
sired, 
es by 

fact, 
h es. 
sainst 
as it 
rates 
med, 
ity of 

con- 
Iding 
> key 
lower 
| and 
low 
kings 
, but 
n the 
ction 

The 
and 


TH 


NSEN 
75.) 
it, 
local 
bout 
inds, 
rban 
ation 


nces 
in a 
ions 
ublic 
ent. 
vest- 
1, It 
ding 
ons. 
ears 


1044] BOOK REVIEWS 917 


the total patie budget could be balanced, and in “feverish boom” years a 

iplus of as much as 5 billions would be produced and used to retire debt. 

‘nl suggestions for improving state and local finances are offered. An 
Intergovernmental Loan Corporation, modeled after the R.F.C., would assist 
local governments with their borrowing. Taxes would be revised by reducing 
or eliminating consumption taxes and relying mainly upon corporate income 
levies and steeply progressive personal income and death taxes. In the federal 
personal income tax, rates would be reduced substantially in the lower 


Su 


brackets, little in the middle brackets, and none in the upper brackets. Several 
methods for improving revenue administration are suggested. 

The es is essentially a defense of the program outlined. Many of the 
proposals have been made by groups which have worked on the various prob- 


lems. Here the authors bring them together, provide funds for financing 
them, and tie the whole into the federal fiscal system. To those familiar with 
Professor Hansen’s writings, there is little that is new in the way of financial 
or economic analysis; rather, this provides the vehicle for extending his the- 
ies into the field of state and local finance. Most of the goals toward which 
the authors are striving are desirable and many of them will be achieved 
in the not distant future; there may be more question as to the methods 
and speed of attaining them. 

The essence of the authors’ concept of the cost of government services is 
found on pages 184-188. “The popular view is that government expenditures 
and activities are entirely sustained and supported out of income derived 
from private business. This is quite wrong. . . .” (p. 184). The analysis 
which follows is a confusion of monetary and real analysis, of long-run and 
short-run analysis, and of the individual and social points of view. 

The authors attempt to prove their contention by a short-run, monetary 
analysis. They say that a public school is precisely comparable to a private 
industry, such as a cosmetics factory, in that both take money out of the in- 
come stream and both “turn an equivalent amount of purchasing power right 
back into the income stream... .” Everyone agrees that funds move from the 
private economy to the government and back again. The whole question is 


as to the mature of the transaction; whether it is.a normal economic trans- 
action in which the private economy receives a quid pro quo for its money, 
or whether part or all of the payment is of a supporting or sustaining nature. 
Obviously tax payments are of the latter type. The circular flow analysis is a 
technique which is inherently unable to give any significant answer to the 
juestion at issue. It cam merely trace the flow of funds; it cannot indicate 
the causes or results of the flow, which factors are crucial here. 

The authors conclude: “It is not true that government is sustained and sup- 
ported out of private business any more than that private business is sup- 
ported and sustained out of government expenditures and activities.” By this 
analysis, a father who sends te his son in college $100 per month is not sup- 


porting the son any more than the son is supporting him, provided the money 
is spent promptly. This analysis and its conclusion must be rejected as invalid. 
rhe analysis is continued with this statement: “The cost of government 


services .. . is no more a ‘burden’ than the cost of farm output . . .” (p. 187; 
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italics in original). The important question here is not the existence of the 
cost but rather its control and distribution. Costs and burdens are personal 
and individual. A cost becomes a burden when the person sustaining the cost 
does not receive a corresponding benefit. The prospect of enjoying benefits js 
the mainspring of all economic activity. Usually governments assume a func. 
tion for the avowed purpose of changing the relationship between costs and 
benefits. Hence, taxes are usually burdens to those paying them. 

The authors note “the important difference that money paid to buy farm 
products is spent voluntarily, while the taxes contributed to pay for com. 
munity services are determined . . . by democratic vote. From this fact alone. 
however, one cannot conclude that the one is necessarily inferior to the other” 
(italics supplied). The authors say this is important; history corroborates 
them. In fact, it is the crux of this whole matter. Yet it is dismissed, without 
analysis, in one ambiguous sentence. 

This cost analysis is neither clear nor convincing. It will be valid if and 
when individuals pay taxes as freely and as willingly as they buy cosmetics 
and farm products. In the meantime, many will not wish to accept the authors’ 
unqualified statement that “There is not—there cannot be—any financing 
problem that is not manageable under a full-employment income” (p. 188). 

The book lacks realism in dealing with political and administrative mat- 
ters. The authors would have a committee of experts prepare a complete revi- 
sion of local governments in each state, to be adopted by the voters as a con- 
stitutional amendment (p. 96). Whence are to come these experts and whence 
the leaders to win the fight against entrenched local officials? We are told 
that, with the federal government paying the bill, a program of urban re- 
development would “induce city authorities to support and press for reason- 
able prices in land acquisition” (p. 117). On the contrary, the reverse might 
well happen. In a “feverish boom year,” increased income tax rates and ex- 
traordinary excises would help to create a surplus (p. 238). What are the 
chances of accomplishing this and how long would it take to get the 
bill through Congress and into effect? The authors do not fear an annual 
increase of 3 billion dollars in the public debt because they are certain that 
income will rise by more than that, probably by 3 per cent yearly. Starting 
with a national income of 135 billions, that would require an income of 2,584 
billions in 100 years; of 46,600 billions in 200 years. States should levy their 
income taxes as supplements to the federal tax (p. 267). What are the chances 
that the states will do this? Granting the desirability of these things, how 
would failure to achieve them affect the arguments for, or the workings of, 
the program? We are not told. 

The authors do not always give a rigorous and straightforward analysis 0! 
considerations which might not support their views. We are told that a rational 
fiscal policy should be equally prepared to deal with inflation or deflation 
and that quite possibly “we shall for some time have to fight inflation more 
than deflation” (p. 48). Yet nowhere are we given any hint as to the nature, 
scope, or possible magnitude of the inflation problem and only passing reler- 
ences to methods for dealing with it. The same treatment is accorded the re- 
strictive effects of taxation on private investment. It is admitted that taxes 
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on business profits “may have to a greater or less degree a repressive effect 
on investment” (p. 264), but practically every argument in that direction 
i; hedged or qualified by an argument on the other side. 

A classic example of “evasive action” is given on page 244. A paragraph 
begins; “Private-investment outlays are powerful movers in determining the 
fow of income.” That reads like the topic sentence of a strong paragraph 
n the factors governing private investment. Apparently as an afterthought, 
it is added: “But government expenditures . . . may also play an important 
part in income creation.” The emphasis changes: “Indeed, new government ex- 
penditures (as also with private investment) may have a magnified effect on 
income and employment.” Here, in the space of three sentences, private in- 
vestment has been reduced to the status of a parenthetical expression; the 
remainder of the paragraph deals with government expenditures. 

The book is liberally strewn with imperatives and “musts,” frequently sup- 
ported by rather vague “may” analyses. An extreme example is found on page 
159, where a succession of “mays” lead up to possible “stagnant pools ef 
labor” which may exist for long periods of time. In spite of considerable un- 
certainty as to both the existence and the size of the pools, it is concluded 
that “Every measure must be taken to eliminate them” (italics supplied). 

This book directs attention to an important field—the financial relation- 
ships between the private economy and the public economy. It is the first 
major work in the field to emphasize state and local finances. This is a con- 
tribution. Whether it makes any net contribution to clarifying issues or solv- 
ing problems is open to question. 

B, U. RATCHFoRD 

Duke University 


Considerations Respecting a Federal Retail Sales Tax. PREPARED BY DIVISION 
or TAX RESEARCH, TREASURY DEPARTMENT, with the assistance of the 
Office of Tax Legislative Counsel, October 12, 1943. Reprint of pages 
1095-1272, Hearings before the Committee on Ways and Means, House 
of Representatives, 78th Congress, 1st Session, on Revenue Revision of 
1943. (Washington: Government Printing Office: 1943. Pp. 177. $2.00.) 

The appearance of this study of the sales tax is an event of considerable 
significance. Economists who, in their line of duty, read the testimony sub- 
mitted to the committees of the Congress in response to an invitation for 
an expression of views on pending financial legislation are frequently de- 
pressed by the character of the material. Seldom indeed are the committees 
supplied with competent disinterested analyses of the probable consequences 

and repercussions of proposed fiscal measures. But here, embedded in a 

matrix of thousands of pages of low-grade ore, one discovers a document 


Treasury in wartime can produce a memorandum of this quality means that 
we have at last attained a level of technical competence which compares 
favorably with that of any foreign country with which the writer is familiar. 

In spite of its brevity and its sharp focus on the question of the wartime use- 


nands the complete respect of the most critical student. That our 
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fulness of a federal retail sales tax, the memorandum is surprisingly com- 
prehensive and informative. In less than two hundred, compactly-written 
pages, the available evidence regarding the possibilities and shortcomings 
of the sales tax is clearly and accurately set forth. The document renders 
obsolete practically everything that has previously been published on the 
sales tax in this country, including many books and documents of many times 
its bulk, 

As one whose name appears on the title page of a volume that thus becomes 
obsolescent, the reviewer approached the reading of this volume with a mind 
fully aware of various troublesome problems of selection and analysis con- 
fronting anyone who attempts to discuss this particular type of taxation, As 
he studied the document he noticed with increasing admiration and pleasure 
the skill with which the authors explored their subject. He found all the 
issues he regarded as pertinent adequately discussed. He found an intelligent 
distillation of the masses of factual material that was adequate and satis- 
fying and free from wearisome detail. 

The reviewer also approached this document with a mind somewhat preju- 
diced against it, because he had first read Professor Harley L. Lutz’s attack 
upon it, called “The Treasury’s Case Against the Sales Tax” (The Tax 
Review, Vol. IV, No. 11 [Nov., 1943]). A study of the report will, in the 
writer’s opinion, lead the student to the conclusion that it is not fairly open 
to the criticisms urged by Professor Lutz. This is definitely not a case-making 
document which exaggerates the weaknesses and minimizes the advantages 
of the sales taxes. On the contrary, it is a model of temperateness and ob- 
jectivity. Advocates on both sides of the sales tax controversy will find here 
much fresh material to improve the statement of their respective cases, 
material set forth fully, with proper documentation and without passionate 
rhetoric or prejudicial comment. Because of lack of quantitative evidence on 
many points opponents may differ as to the significance of various factors. 
But the reader will here find the available evidence properly exhibited and 
such value judgments as are ventured are clearly identified, for acceptance, 
modification or rejection as he may choose. 

The memorandum begins with a brief history of federal sales tax pro- 
posals (18 pages). It then (in 9 pages) states the factors which render the 
retail sales tax preferable to other forms of sales tax for the purpose in 
hand. Thence it proceeds to outline the structure of a federal retail sales tax 
which would be most suitable (37 pages). Next (in 26 pages) it explores 
possible modifications of such a tax through personal exemptions, graduated 
rates and provisions for post-war refunds (compulsory lending). The use- 
fulness of a retail sales tax as a part of the anti-inflation program is explored 
in the next chapter (18 pages), while the remainder of the report (54 pages) 
is devoted to a description of sales taxation in the American states, in Canada, 
in Great Britain and in Australia. 

The document reflects credit on all who had a part in its production, from 
the Director of Tax Research, Roy Blough, to the proof reader. Mechanically 
there is scarcely a blemish in the entire book. (However, see page 1150.) If, 
in the interest of assigning credit where credit is due, the reviewer were ‘0 
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presume to tear aside the veil of anonymity with which Treasury work is 
‘raditionally enshrouded, he would state that, according to information be- 
lieved to be reliable, the following names deserve particularly to be men- 
joned: Marius Farioletti, responsible for the planning, consultation and edit- 
ing. as well as for field work, with Martin, on the Canadian study; Felix S. 
Wahrhaftig, brought in by the Office of Tax Legislative Counsel for advice 
based on his long experience with the California sales tax; James W. Martin, 
consultant and director of field work in seven states and Canada; Anita 
Wells; John Copeland; John F, Due; George E. Lent, and Haskell P. Wald. 
ROBERT Murray 
Columbia University 


State Taxation of Metallic Deposits. By WARREN ALDRICH RoBeERTs. Econ. 
stud. no. 77. (Cambridge: Harvard Univ. Press. 1944. Pp. xvii, 400. 
$4.50.) 

This is a “case study” depicting the history of state taxation of metallic 
deposits in the principal mining areas of the United States. The author is 
associate professor of economics at Western Reserve University, now on 
leave and at present a special assistant in the Department of State. 

The discussion is divided into two parts: I. States with other than an ad 

lorem tax, namely, the regions of the early western prospectors, Nevada, 

Utah, Idaho, Montana (with particular detail, including the attack on the 

Amalgamated Copper Company and the incident over Lewis J.orwin’s book), 

Louisiana and Arkansas, South Dakota, and Colorado (detailed). I. States 

with ad valorem tax: Arizona (89 pages), New Mexico, Alabama, Michigan 

and Minnesota (53 pages). The minutest details of the gradual changes 
in taxation of the mines, the political fight at every stage, the reaction in press 
and public opinion, the difficulties of assessment, court litigations and the 
final outcome up to the year 1941 are reproduced for each state. No satis- 
factory solution was found anywhere and the taxation of mines became the 

ll of many legislatures, or a matter of political chicanery and even of 
ations of bribery to prevent legislation unfavorable to the mining 
interests or charges of corrupt practices. 

he description is based on official and local press reports, legal decisions 
| personal interviews, covering an enormous amount of material for almost 
a century. In many cases the author transgresses the limits of his topic and 
depicts the political fight around the general problems of state taxation. This 
as enlivened the dull topic; the story of Arizona is particularly interesting 
with a colorful description of the Zander’s efforts to find the proper solu- 
tion (partly through the National Tax Association). 
rtunately, the author did not give any one solution which he considered 
the most desirable. His conclusions are rather vague. He is correct in in- 
sisting that “the differences between mineral deposits and other forms of 
property are so fundamental as to lessen the significance of the principle of 
uniformity in the tax base.” 

Had he gone deeper into the theoretical aspect he would have put the 
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question: What justification is there at all for taxes on the mining industry 
in the framework of state and local finance? Since in actual fact this special 
taxation was due to a “soak-the-mines” attitude, the author should have 
presented a clear-cut answer giving due consideration to the benefit principle 
in taxation for state and local purposes. 

The ability-to-pay principle must find only restricted application in state 
and local taxation.’ At the same time, the author should have stressed—and 
drawn the necessary conclusions from this principle—that in any ad valorem 
tax the guiding rule should be (to use the Latin expression) res tantum valet 
quantum in fructibus respondet: “the thing is worth so much as it yields 
in income.” In taxing any kind of real estate we must avoid taxing futur: 
values, since we have to deal with a yearly tax. On the other hand, all assess- 
ment of value for tax purposes is always artificial, and the legislators or tax 
commissioners are influenced by various interest groups and the courts have 
to look after “uniformity.” The rigidity of many constitutions, while pro- 
tecting the taxpayers from unilateral “soaking,” complicates the whole prob- 
lem still further. It takes a very good theoretical background to arrive at 
definite recommendations in this field, but unfortunately Mr. Roberts’s 
approach is rather superficial. He criticizes the frequently used “Hoskold 
formula” for mine tax appraisals, but again is at a loss to give a more definite 
solution and believes in the advisability of personal judgment of the 
assessor (p. 16). 

For these reasons this excellent and remarkable historical “case study” 
loses its practical value for future reform of state taxation of metallic de- 
posits. In a future codrdination of federal, state and local taxation it will 
perhaps be recognized that metallic deposits are “more fit objects for na- 
tional than for local taxation,” as Mr. Roberts quite properly concludes 
(p. 387). 

PAUL HAENSEL 

Mary Washington College 


International Trade, Finance and Economic Policy 


Trade Relations between Free-Market and Controlled Economies. By the 
Economic, Financial and Transit Department of the League of Nations. 
(New York: Columbia Univ. Press. 1943. Pp. 92. $1.00.) 

This volume, written by Professor Jacob Viner, is one of a series of studies 
by the Economic, Financial and Transit Department of the League of Na- 
tions devoted to the problems of post-war economic policy. Its purpose is 
to state and analyze the problems of commercial policy which arise for any 
particular country which does not, and does not wish to, subject its foreign 
trade to direct regulation when other countries important in its foreign trade 


*See my contentions to this effect in the study, The Place of Illinois in a Rational 
Scheme of Tax Reform (Evanston, 1942), pp. 6 f. and 24 f. 
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') subject the foreign trade transactions of their nationals to direct regulation. 
The criterion used in determining the existence or nonexistence of “direct 
regulation” is whether or not government authorities limit in any direct 
way the foreign trade operations of particular traders. Whenever the po- 
‘ential importer is free to make his decision on the basis of prices at home 
and abroad, including transportation costs, exchange rates common to all 
and ordinary import duties, the trade is held to be free from direct regula- 
ion, and, hence, falls outside the scope of this study. The types of direct 
control discussed by Mr. Viner are exchange control, import quotas, and 
sovernment-conducted import trade. Certain types of foreign trade regula- 
tion involving elements of direct control as defined in the text are specifically 
excluded from consideration, such as various forms of administrative protec- 

n and international industrial or commodity agreements of a public and 

private character. 
The bulk of this study is given over to a closely reasoned analysis of the 
economic purposes, consequences, and claims made on behalf of exchange 
control, import quotas, and state-trading. This theoretical analysis is woven 
together with a review of the principal aspects of the actual experience with 
direct regulation in the decade preceding the outbreak of the war. Without 
entering upon any extended review of the details of Mr. Viner’s critique of 
the theory and policy of direct trade control, two of his more general points 
deserve to be emphasized. The first of these is that, in default of a concerted 
effort on the part of governments to establish the prerequisite conditions for 
the functioning of a free market system, there is a strong tendency for 
direct controls to spread from controlled economies to free economies. The 
second is that the efforts of any one major trading country by itself, such as 
those of the United States in the 1930’s, to safeguard its interests in a multi- 
lateral and nondiscriminatory trading system against the encroachments of 
direct controls, are likely to fail. 

Although this volume does not make specific reference to the multiplicity 
oi controls which have been adopted during wartime, and to that extent 
understates rather than overstates the difficulties likely to be encountered in 
eliminating or reducing direct trade control mechanisms, the conclusions of 
the author have a high degree of pertinence to the problems of international 
economic policy now confronting the world. The fundamental reasons why 
Mr. Viner deplores the perpetuation or extension of direct trade control can 
be briefly summarized as follows: (1) international economic relations can 
not be organized on genuinely collaborative principles under exchange con- 
trol; (2) the principal of nondiscrimination tends to become a mere elusive 
abstraction incapable of practical application under direct trade control; 

direct trade controls are a fruitful source of international friction and 
thus complicate the problem of maintaining international political harmony 
and peace. 

Without being defeatist, Mr. Viner emphasizes the difficulties of achieving 
substantial progress in eliminating or reducing direct trade controls.: He 
points out that, as far as exchange control was concerned, many countries 
in the 1930’s lacked a better alternative in the face of the collapse of interna- 
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tional credit machinery, the irrational behavior of creditor countries with 
respect to import trade, the disorganization of currencies, and international 
political insecurity. With the rise to power of Hitler and the failure of the 
London Economic Conference in 1933, it had become impracticable to pursue 
the only available alternative, namely, a comprehensive international agree. 
ment “which would treat as integral parts of one giant problem the need, in 
the political field, for world pacification, and in the economic field, for the 
re-establishment of sound international monetary and credit institutions. the 
all-around reduction of trade barriers, and the restoration of good employ- 
ment conditions.” Whether or not such a concerted international program, 
encompassing not only the immediate problems of prevailing international 
economic practices but reaching out to a control of the fundamental condi- 
tions of world political and economic security as well, will become a matter 
of practical international politics and accomplishment following the close 
of the present war, must at this time still remain an open question. 

In addition to the magnitude of the problem of providing a real alternative 
to the system of direct controls, Mr. Viner stresses at least two other factors 
tending to perpetuate this system. One of these is the propensity of govern- 
ments to national economic planning, especially those types of planning in- 
volving the control of the national price level and the internal structure 
of relative prices. The other factor is the motivating force of the theory of 
national profit arising out of the monopolistic control of export and import 
trade. The theoretical possibility that, providing other countries do not re- 
taliate, the “terms of trade” of particular countries could be improved by 
government intervention has been an idea of long standing in tariff history, 
and the application of direct trade controls would permit—in theory at 
least—a more systematic and effective pursuit of this objective. In actual 
operation the exercise of such controls may, of course, be disappointing; yet 
even so governments may be reluctant to abstain from using direct controls, 
as long as other governments feel free to do so. 

In the concluding section of his study, Mr. Viner offers some observations 
on the procedure to be followed in attempting to achieve the maximum pos- 
sible degree of abolition of direct trade controls and to establish for countries 
not practicing such controls the most satisfactory basis attainable for the 
conduct of their international economic relations. He believes that substantial 
progress toward these ends can be brought about by means of bilateral 
negotiations, provided leadership in such negotiations is not left to a single 
major trading country. The proper framework for a system of bilateral 
negotiations might be provided by a multilateral conference. Such a con- 
ference would determine a time schedule for the elimination of direct con- 
trols, define the trade practices which would not be permissible, formulate 
procedures for dealing with nonparticipating countries adhering to direct 
controls, and set up an international agency to which questions of violation 0! 
the convention and needed revisions of its terms could be referred. 

In order to secure the continuance of the international convention and the 
conscientious execution of its terms, Mr. Viner would make adherence to the 
convention a valuable privilege by depriving nonmembers of such advantages 
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as they might derive from their existing most-favored-nation treaiies with 
member countries. He would also provide penalties against countries which, 
in the judgment of the international agency, violated the terms of the con- 
vention. He would bind signatory countries not to seek from nonsignatory 


countries any preferential advantages which would operate to the disadvantage 
of other signatory countries and which were of a kind which signatory 
countries would not be free to grant under the terms of the convention. 


Rather than permit countries to write into the convention a large number 
of detailed reservations to meet their specific problems, and thus to water 
down its effectiveness from the start, Mr. Viner tends to favor a convention 
which would be fairly rigorous in its general provisions, with power for the 


international supervisory agency to permit specific exemptions from those 
provisions in particular cases. The prospects of obtaining such a multilateral 
commercial policy convention will be dependent upon, and interdependent 
with, our success in reaching international agreement in other fields of 
international economic relations, and, in the last analysis, will likewise be 
dependent upon the ability of governments to provide, through collective 
security, a reasonable hope for a peaceful world. 


Max GIDEONSE 
Rutgers University 


The Sinews of Peace. By HERBERT Fets. (New York: Harper. 1944. Pp. xi, 
271. $2.50.) 

World Commodities and World Currency. By BENJAMIN GRAHAM. (New 
York: McGraw-Hill. 1944, Pp. xii, 182. $2.50.) 

These two books are courageous, timely and scholarly contributions to the 
clarification of responsibilities that cannot be shirked. Mr. Feis outlines the 
scope of his book in the Preface: “The governments of national states are 
greatly enlarging their authority and their responsibility for the economic 

n of their peoples. In the immediate post-war period they are apt to be 
absorbed in domestic difficulties, somewhat unsure of themselves and vulner- 

}y what policies and measures can national governments so circum- 
stanced be brought together in mutually beneficial, stable and peace-serving 
economic relations?” (P. xi.) 

Mr. Graham aims at world stability through the device of buffer stocks, 
as a reconciliation of price stability and output expansion. In the past, he 
joints out, we have battled instability with restriction of output; we may 


have preached expansion, but we have practiced cartelization. 

Where Mr. Graham shows the zeal of the reformer, Mr. Feis writes in the 
philosophical mood of the man who was economic adviser to the Department 
of State from 1931 to 1943. Mr. Feis believes that we have mastered the 
knowledge of production, that “penury of nature is no longer the obstacle to 


the wealth of nations. The task has become one of devising and directing 
economic institutions” (p. 8). But about our chances of making headway, 


he is wistful, if not pessimistic: “Economic thought is liable to operate like 
a clock that is always too slow or two fast. The organized body of abstract 
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reasoning which is handed down through the class rooms is often shaped 
by observation of facts soon destined to vanish; it rarely makes sufficient aj. 
lowance for possible changes of means, power, institutions or intentions. Op 
the other hand, when economic thought turns rebellious and is bent upon 
total destruction of society, all previous observation is discarded as an irrele- 
vant record of the operations of evil institutions; the reasoning tends to pro- 
ceed on the basis of facts which exist only in the realm of prophecy or hope” 
(p. 25). 

Mr. Feis examines international economic relations in the four parts of 
his book which deal with monetary investment, trade and raw material ques- 
tions. He believes that monetary measures as a regulator and dynamo of eco- 
nomic activities are being credited with a magic power they do not possess, 
The orthodox gold standard will never again be agreed upon. The political, 
social and economic prospects of most borrowers will be too dubious for 
private foreign investment. Mr. Feis endorses the Bretton Woods plan for the 
Monetary Fund, but he keeps his fingers crossed on the Investment Bank. 

It is in the final part, “On Foodstuffs and Raw Materials as International 
Questions,” that Mr. Feis presents a well balanced critique of buffer stock 
plans, thus incidentally somewhat questioning the very base of Mr. Grahain’s 
edifice of world stability. 

It appears that American economic thought—in contrast to English— 
customarily limits itself to domestic issues; only after trial and error at home 
are the same methods suggested for the solution of international maladijust- 
ments. Mr. Feis points out that when the subject of buffer stocks was placed 
on the agenda of the London Monetary and Economic Conference in 1933, “it 
held so little significance or attraction for the American government that no 
member of the American delegation participated in the deliberations of the 
committee to which it was assigned. All possibility of international action 
was taken to represent only the monopolistic designs of producers” (pp. 229- 
30). Mr. Graham now advocates world-wide application of the thesis of his 
book, Storage and Stability, published in 1937 and confined to domestic is- 
sues. His present suggestion is well phrased in his Preface: “The gold-reserve 
system has meant stability, expansion and full employment for the gold mining 
industry—except in this war when the world needed more important things 
than gold. An analogous reserve system for basic commodities can mean reason- 
able stability, balanced expansion and high-level employment for all the pri- 
mary industries of the world” (p. viii). In Storage and Stability it was 
proposed “to accord to a composite group of basic commodities exactly the 
same monetary status as was formerly given to gold.” Mr. Graham recom- 
mends that the world buffer stock pool buy and sell at 95 per cent and 105 
per cent, respectively, of the standard value of the commodity currency unit 
he proposes and has defined comprehensively in his previous writings. 

While Mr. Feis concedes the great attraction of “ever normal granary” 
policies as offering a program for regulating prices without requiring regula- 
tion of production, stocks or exports, he restricts his approval of the buffer 
stock plan “to emergency situations when vast oversupply threatens to bring 
calamity, or abrupt and unjustified price declines check general productive 
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‘ivitvy; in such circumstances, it might usefully be employed as a short 
-1 device until more fundamental adjustments can be arranged” (p. 237). 


tp 


Five arguments against the use of an ever-normal granary policy are enumer- 
ted. First, to be effective the buffer stock operation would have to include 
l| major commodities. The potential financial commitment would therefore 
be staggering. The treasuries of the countries participating in the world pool 
sould face the task of allocating to each other their share of the commitment, 
hich they would have to meet at a time of recession, when tax receipts de- 
dine. Second, if the production of certain commodities in a given country 
was severely restricted by the level of prices set by the pool, the country 
‘hus affected would be tempted to stay an outsider and take advantage 

he umbrella afforded by the pool. Third, political pressure by the pro- 
‘ycers would be bound to arise whenever the pool starts to sell and when 
marginal producers face losses or see their expected profits disappear. “There 

ld be,” in the opinion of Mr. Feis, “continuous pressure for maintenance 
‘4 price protractedly higher than that which would clear the market. Price 
policies generous enough to enable all producers to survive would stimulate a 
vrowth in total supply. The buffer stock would be required to absorb ever- 
crowing quantities until its resources were exhausted. The consequence in the 
end would be a graver maladjustment than if the buffer stock had never 
nerated” (p. 235). Fourth, the operation of the international buffer stock 
ould be complicated by the existing national valorization schemes. Should 
the price maintained by the international buffer stock be higher than minimum 
elective price guarantees in a given country, the producers in that country 
would sell to the world organization. It may even be surmised that in such 
cases a national pool would actually sell to the world pool. Contrariwise, should 
the world pool price be lower than that maintained by a national pool, the 
latter might choose to accumulate at the very time the world organization is 
selling. Fifth, the ever-normal granary concept fails to cope with the con- 
stant development of substitution and alternatives (textiles, rubber, nitrate, 
and vegetable oils are cited as examples). 

In spite of calling attention to these dangerous mines on the road to world 
stability by the buffer stock route, Mr. Feis joins Mr. Graham in the belief 
that the road leads in the right general direction. Both authors cast their 
vote for full government and public responsibility for the operation of the 
schemes, although Mr. Graham repeats Senator Joseph C. O’Mahoney’s warn- 
ing: ‘We know from experience what government cartels mean. They are 
vorse, if possible, than private cartels” (p. 13). While Mr. Feis wishes that 
the American government would enter into no international plan without 
he consent of the domestic producers directly concerned, he does not ex- 
plain why. 

The reviewer, therefore, would have liked more emphasis on two aspects 
of the buffer stock plan arising from the peculiar nature of mineral economics. 
The search for minerals is always a gamble. No pool, vein or seam ever pre- 
cisely duplicates any other mineral deposit. The quality of the mineral and 
the cost of its extraction vary in each operation, and in each operation from 
period to period. This uncertainty as to the future supply (or rather the cost 
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of such supply) of any mineral is matched, in most cases, by the uncer. 
tainty of demand. Mr. Feis may have had in mind this combination of highjy 
technical and speculative factors which is apt to pose ever new problems tha; 
government can hope to deal with only in closest teamwork with the producers 
The conservation argument might also have been used as an added facto, 
in favor of buffer stocks of minerals. Oil geologists and mining engineers long 
ago recognized the need of stable mineral prices in achieving conservation, 
While in manufacturing and trading, a decline of prices can usually be met 
promptly, great waste of valuable and irreplaceable natural resources occurs 
if the prices of certain minerals fall below certain levels. The optimum utili. 
zation of natural reservoir energies in the case of oil pools and the full re- 
covery of lower grade ores are predicated upon minimum prices. Thus stability 
and conservation may be the reward for the same effort. But only international 
teamwork, fortiter in re, suavitur in modo, can bring the hoped-for success. 
ROBERT M. WEIDENHAMMER 
Washington, D.C. 


The Tariff Problem in Great Britain, 1918-1925. By RrxrorD KINNey Sny- 
pER. (Stanford University, Calif.: Stanford Univ. Press. 1944. Pp. 168, 
$2.75; paper, $2.00.) 

This is a painstaking, careful, and competent historical study of the tariff 
problem in Great Britain in the five years following World War I. The 
primary concern of the author is with a descriptive and historical account 
of the tariff controversy as it developed in Parliament and the country in the 
years immediately following the war. There is some economic analysis but, as 
a rule, it is minimized. Dr. Snyder’s economic judgments, however, are 


grasp of the idea that freedom of trade is required for more peaceful interna- 
tional relations. 

In 1914 Great Britain seemed fully committed to free trade. The Liberal 
triumph in the election of 1906 was decisive. “Tariff reform, with imperial 
preference” lived on in the ardent followers of Joseph Chamberlain, but 
made little headway in the two elections of 1910, where it was overshadowed 
by the constitutional issue of the power of the House of Lords, A Conserva- 
tive friend remarked to me in Scotland in the spring of 1914 (in the manner 
of Disraeli) that protection was not oniy dead but damned. However, war 
is the great breeder of protectionist sentiment, as students of our Civil War 
know full well, and the British did not escape. Dr. Snyder does a good jub 
of telling the story of the rise and development of safeguarding, and the 
extension of imperial preference. In wartime nationalism, fanned by fear 
and hatred, calls for self-sufficiency, and business interests intensify this 
demand by calling for protection to war babies. This was particularly true 
of the chemical and dye industries, which received hot-house development 
during the war. High duties were advocated so that Britain would not again 
be caught short in a future war, and also to make sure that these rising 


dic 


the 

usually good; he is not misled by popular tariff fallacies, and he has a lis 


1944] BOOK REVIEWS 929 


industries could withstand German competition in the post-war period. 

But the British voter was skeptical of protection. His mind had long been 
set in the direction of cheap food and raw materials, and even the argument 
for imperial preference did not budge him from this position. Protection, 
therefore, did not become the major political issue until 1923. The world- 
wide depression which began in 1920 caused widespread unemployment. in 
Britain and Prime Minister Baldwin and his colleagues made tariff reform 
the political issue, with the argument that protection would solve the un- 
employment problem—which led to Keynes’s famous retort that there was 
nothing that a tariff could do that an earthquake could not do better. The 
election resulted in the defeat of the Conservatives, and brought a Labour- 
Liberal government into power under the leadership of Ramsay MacDonald. 

The tariff issue was side-tracked for more than seven years, when another 
coalition government in the European financial panic of 1931 took Great 
Britain off the gold standard. This policy of nationalistic economic isola- 
tionism was followed logically by the adoption of a large measure of protec- 
ion, and thus the British, unwittingly but mightily, added to the economic 
chaos out of which was to come another world-wide conflict of arms. It is 
to be hoped that after this war a world-wide political organization will pre- 
vent the adoption of narrow nationalistic policies in the fields of finance and 
trade and contribute thus to an abiding peace. 

HERBERT F, FRASER 

Swarthmore College 


World Minerals and World Peace. By C. K. Leitn, J. W. Furness and 
CLEONA Lewis. (Washington: Brookings Inst. 1943. Pp. xii, 253. $2.50.) 
The stated purpose of this book “is to present a factual study of trends 
in the minerals field—physical, economic, and political—and in light of these 
trends to analyze the possibilities of controlling minerals to prevent prepara- 
tion for war” (p. 3). To achieve these objectives the authors have written 
206 pages of textual material, divided into three parts, and 36 pages of appen- 
dices which are adjuncts to Part I. 
Part 1 (consisting of six chapters, 101 pages, and the appendices) deals 
with production and commercial trends. Chapters I, III, and IV are devoted 
to mineral resources, production, and control on a world-wide, national, and 


belligerent group basis, respectively. In Chapter II, thirty-four “new” min- 
erals are listed and described briefly. Chapters V and VI point out that, with 
tespect to minerals, nations are interdependent and will remain so. 


Part I is the most satisfactory section of the book. The materials covered, 
largely statistical, are adequate and are presented in an orderly fashion, Many 
of c conclusions reached (e.g., that nations are interdependent, p. 85) 
are so well known to the informed that lengthy discussions in their support 
seem unnecessary. For the lay reader, however, the statistical data and the 


summaries may serve a useful purpose. A number of specific conclusions 
teached are questionable, if not incorrect, and cannot be supported. This 
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is so because the authors, having reached long-term basic conclusions. have 
applied them to a specific set of wartime conditions. Cases in point may be 
found on pages 58-59. 

The authors, for example, underestimate the importance of the loss of 
the Eastern tin resources because these resources (1) were partly destroyed 
before abandonment, (2) were partly offset by the construction of a new 
smelter in Texas, and (3) cannot be utilized fully by Japan since it lacks 
steel and copper with which to use tin. It is not important that Japan “can 
make effective use only of a fraction of the tin it has gained” (p. 59). It ‘s 
important that Japan’s tin requirements were met by the “fraction.” Further. 
the loss of Eastern tin resources forced the United Nations to utilize scarce 
labor and capital resources to construct a new smelter, to consume extremely 
low-grade ores from old sources, and to develop new sources. It also forced 
this country to embark on costly tin conservation measures and salvage pro- 
grams which have consumed scarce labor, rubber, gasoline, and transport 
facilities. 

With respect to copper the authors state, “there are so-called shortages of 
copper in the United Nations, yet the quantity they mine and refine each 
year is many times that of the Axis powers” (p. 59). Shortage of a com- 
modity is a function of demand as well as supply. For a number of reasons 
the demand for copper in the Axis nations has been much less, both abso- 
lutely and relatively, than it has been in the United Nations. Important uses 
of copper in the United Nations, especially in the United States, during the 
war have been in the production of ammunition (by far the most important 
single use) and power and communication facilities. For these uses the Axis 
powers, especially Germany, have used, in large measure, steel and aluminum. 
In another connection (p. 172) the authors admit that in Germany aluminum 
has been substituted for copper in a number of uses, including the pro- 
duction of power and communication facilities. 

Part II (consisting of Chapters VII-X inclusive, 75 pages) is devoted to 
monopolies and cartels, commercial policies, “closed door” and nationaliza- 
tion, and efforts to achieve self-sufficiency. The descriptive-factual material 
presented in this section, too, is well done and many of the conclusions reached 
(e.g., inability of nations to attain self sufficiency, p. 181) are sound. 

A number of interpretations and conclusions, however, are not supported. 
The broad generalization that the primary purpose of cartels is to stabilize 
prices, production, markets, and employment (pp. 106 and 190) cannot be 
accepted without far more supporting evidence. If there is a primary purpose 
for cartels it is to stabilize and maximize earnings for their owners and 
managers. To accomplish this purpose the managers of cartels at times have 
“stabilized” and on other occasions have “unstabilized” production, markets, 
and employment. A great deal of the discussion in the monopoly and carte: 
chapter, and in the sources cited, tends to support this view. 

The section on diamonds is concluded with the remark that the price 
policy of the cartel “appears to be reasonably satisfactory to all concerned . .. 
(p. 130). With respect to industrial diamonds this conclusion cannot be sup- 
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sorted. The profits of the cartel on such diamonds sold in the United States 
hav e been extremely high. Although price increases during the war have not 
been substantial, there is strong evidence that similar results have been 
attained by poor-grading and up-grading. American consumers have com- 
plained bitterly. 

~ Part III (consisting of two chapters, XI and XII, 20 pages) evaluates the 
concept of “equality of access to raw materials” and discusses mineral con- 
trol to enforce peace. 

Chapter XI is provocative and stimulating; the conclusions reached are 

based largely on materials presented in the preceding two parts. The authors 
have identified the Axis powers as “have-not” nations on basis of their mineral 
resources and output. If other criteria were used, e.g., quantities consumed 
) relation to area and population, the position of the Axis powers would 
appear better. More important, the “have-not” concept is a broad one; to 
dentify a country as a “have-not” nation on the basis of its mineral re- 
sources and output alone is inadequate. Italy and Japan, for example, are 
poor in coal resources but relatively rich in developed and potential water 
wer resources. 
"In the section on access to minerals (pp. 188-189), the authors deny that 
poorly endowed nations have been deprived of free access, except in times 
ff war, to the mineral resources of the richly endowed countries. The sup- 
porting evidence places too much emphasis on the willingness to sell; too 
little ca the ability and means with which to pay. The payment problem 
created by high tariffs, immigration restrictions, curbs on lending, and mone- 
tary and foreign exchange difficulties cannot be ignored or merely mentioned. 
In the section On access on an equal cost basis (pp. 189-190), the authors 
state that “have-not” nations cannot secure minerals on an equal cost basis 
because “transportation costs are an unescapable fact.” This oversimplifies 
a very complex problem. However, even if it were discussed in terms of 
transportation costs alone, many minerals do move from a “have” country 
to a “have-not” country cheaper than they do from one point to another in 
a have’ country. The authors admit this on page 85. 

The final chapter is written by Dr. C. K, Leith (distinguished geologist) 
and presents his views on preventing wars by controlling minerals. Recog- 
nizing that the problem of preserving peace must be resolved on a broader 
ase, he does not advance an independent plan for mineral control. He does 
indicate, however, several requirements for effective mineral control: (1) 
preponderant possession of the world’s mineral resources by those in charge 
oi the plan, (2) machinery for the control of minerals must be in operation 
prior to the outbreak of war, and (3) the use of force. 

_To put an effective mineral control plan into operation would create as 
‘he author recognizes, a host of problems such as those growing out of 
allocations to consumers, quotas for producers, and over-all policing. Attempts 
‘0 preserve peace through controls and regulations at this level are likely 
0 create continuous conflicts, especially if the actual control and operation 
oi the plan is placed in the hands of a few nations (p. 203). If our objectives 
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for the post-war world are to prevent wars and to permit nations to develop 
both economically and politically, programs and controls should be instituted 
at higher levels and be more democratic. 
DONALD 
Washington, D.C. 


Labor and Industrial Relations 


The Settlement of Industrial Disputes. By Kurt Braun. (Philadelphia: Blak- 
iston. 1944. Pp. xii, 306. $3.50.) 


Mr. Braun’s book is divided into three parts: I—Mediation and Concilia- 
tion; II—Arbitration; I1I—Labor Courts. Parts I and II are identical ip 
organization. The first chapter treats the principles involved, the discussion 
being centered on a definition, procedures, agencies, persons and parties, and 
position with reference to other agencies. Federal systems are then described, 
after which come descriptions of state and municipal systems, Substantial 
space is devoted to German experience, by way of comparison and contrast. 
Parts I and II, together with an introductory chapter treating of the signifi- 
cance of the problem, basic features of modern industrial relations, interven- 
tion in disputes, and the objective of the study, account for fully three-fourths 
of the space. Part III, Labor Courts, consists of chapters on the essence of a 
labor judiciary, the German labor judiciary as an example, and preludes to 
an American labor judiciary. There is a final chapter of conclusions. 

The study consists of the statement and examination of theories underlying 
the settlement of industrial disputes and of a cursory description of the 
machinery through which those theories are applied, with special emphasis 
on procedures. Mr. Braun’s treatment of principles is very well done and 
brings together into an integrated whole the basic elements involved. Varying 
points of view are clearly and fairly stated and ably discussed. His legal 
training and long experience as an industrial mediator, arbitrator and univer- 
sity lecturer qualify him to write on the subject. This treatment of principles 
is the most important contribution made by Mr. Braun, and the major justiii- 
cation for publishing the book. 

The description of systems is routine and, although well done, inevitably 
tends to become a simple enumeration of pertinent statutory provisions. That 
is especially true of state mediation and arbitration systems, where because 
of their relative unimportance the enumeration becomes somewhat tedious 
reading. A substantial amount of space is devoted to the United States Con- 
ciliation Service, the National Mediation Board, Railway Labor agencies, the 
National Labor Relations Board, and the Nationz: War Labor Board. The 
historical development of systems is deliberately slighted. 


With Mr. Braun’s conclusions, which are exceedingly broad, there is pre tty 
general agreement among students of labor. Industrial disputes will occur lor 


decades to come and it is the duty of government and economic groups, 4.6. 


organized workers and employers, to utilize all methods that have been 
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veloped for the settlement of disputes. Those basic methods are strikingly 
on, conciliation, arbitration, and adjudication, all of which ideally are sepa- 
rate components of one system. Owing to differences in conditions as between 
nations, there is not uniformity of emphasis as to types used, but the con- 
slidation of these types into one comprehensive and integrated system is 
inevitable in all economically advanced countries. 

In a democratic capitalistic economy, the private settlement of industrial 
disputes is to be encouraged to the utmost. Settlement of such disputes by 
government must be undertaken only as a last resort, when the parties con- 
cerned cannot achieve a settlement, or where the public interest is likely to 
suffer seriously by relying exclusively on private initiative. Governmental 
mediation and arbitration bodies, being administrative agencies, must act 
within the framework of the government’s social and economic policy. This 
conclusion sounds more ominous than it really is, for Mr. Braun has in mind 
broad social and economic policies. 

Our own recent experience indicates quite clearly that wars and other 
major disturbances influence and often abruptly advance the development of 
labor laws and regulations, leading generally to more governmental interven- 
tion. A comprehensive system for the settlement of disputes developed in 
peacetime can be used in abnormal times, with necessary changes in emphasis 
on particular methods, 7.e., more compulsion. Such a comprehensive system 
developed in times of war will be as useful during the demobilization period 
as it has been during the war, and should be available for the more remote 
period of transition. 

The study is well annotated with references to primary sources. However, 
there is an almost complete absence of references to secondary sources. In a 
tudy that is designed as a text for students of labor, and as a guide for 
legislators, this must be counted as a definite weakness. Furthermore, in the 
reviewer's opinion the book does not present a balanced selection of materials. 
Considerable attention is devoted to German experience, the reason given 
being that the underlying problems have been thoroughly discussed there 
and because a comprehensive system was developed in Germany. But British 
experience, which is perhaps of greater interest to Americans and much more 
likely to influence them in their thinking and action, is scarcely even men- 
tioned. And it is highly probable that in the post-war discussions of compulsory 
arbitration for this country, the Kansas experiment, which is barely alluded 
to in passing, will play an important réle, probably out of all proportion to its 
real significance, 

Mr. Braun has made a valuable and most timely contribution on a subject 
that is of great and ever-growing concern to the American people. He does 
hot evaluate systems or even major components of systems, and does not 
prescribe what in his opinion should be done in this country. Nevertheless, 
legislators, administrators and students will find in his book a valuable 
summary of basic theories and keen procedural analyses of existing agencies, 
which they can profitably use in developing their own conclusions as to what 
should be done and how it should be done. It is to be hoped that his work 
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will be carefully studied by those who are, or will be, responsible for guiding 
American efforts in the settlement of industrial disputes. 
DOMENICO GAGLIARDo 
Washington, D.C. 


Collective Bargaining Procedures. By NEL W. CHAMBERLAIN, (Washington: 
Am. Counc. on Public Affairs. 1944. Pp. 141. $1.50.) 

The general process of resolving differences of interest through collective 
bargaining until an agreement is reached has received relatively little atten. 
tion from economists and the general public. Most economists have been more 
interested in causes and effects of collective bargaining than in the process 
of negotiation itself. Dr. Chamberlain’s book is a valuable contribution to the 
better understanding of the techniques of negotiating collective agreements, 
The author describes the several steps in the process in considerable detail and 
adds his criticism of the techniques used in each stage. Since he considers 
both mediation and arbitration as forms of collective bargaining, he brings 
industrial disputes and their settlement into the discussion. 

The book begins with the formulation of the parties’ demands and the 
organization of their negotiating committees. Due attention is paid to the 
important problem of the bargaining commitees’ powers, emphasizing that 
collective bargaining would be advanced by placing binding authority in the 
hands of the conferees. In any event, the author recommends that clarifica- 
tion of the degree of authority held by both union and employer representa- 
tives should precede any bargaining conference. A discussion of the confer- 
ence organization follows, including details such as the appointment of a 
chairman, a secretary and subcommittees. It is recommended that due con- 
sideration be given to the choice of place and time for bargaining conferences, 
since these factors may affect their result. Holding the conferences on neutral 
ground and at the proper time will expedite agreement and be conducive to a 
satisfactory outcome. In discussing the methods of doing business in confer- 
ence, the author emphasizes the desirability of a conference agenda and of 
maintenance of order, even if this may eliminate to some extent the infor- 
mality of the proceedings. 

Certain ascertainable economic facts are behind the pressures which influ- 
ence all collective bargaining. Among them are the average wage paid to work- 
ers in a company or industry; changes in the cost of living; the per-unit labor 
cost of production; the additional cost and unit cost entailed by a specific 
wage increase and the consequent effects on sales prices; the comparative wage 
structures of competing companies; and the profit position of the company. 
Dr. Chamberlain examines to what extent, in the experience of negotiators, 
information about such economic data has played a réle in the conclusion 
of collective agreements. The most prevalent attitude among both union and 
company representatives is that factual data are not used as much as they 
should be. They have been injected into negotiations by one side or the 
other as arguments to bolster its position rather than as a mutual basis for 
agreement. Proposals have been drafted by both parties without regard 
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factual basis and, if factual data were resorted to later, this has fre- 

been done only to support the demands already made. An increas- 
number of negotiators, for both unions and employers, are, however, be- 
‘ng to believe that many issues would have a natural solution out of the 

‘acts if they were fully and fairly presented. To make this possible, the author 
noints out, both groups must perfect their research organizations and, beyond 
properly codrdinate their efforts. Such codrdination would necessitate 
company records be made available to the unions. Management might 

s be faced with the dilemma of creating a situation which threatens to 
ndermine one of its most cherished privileges, namely, determination of ac- 
counting pli Be that as it may, the author concludes, it seems beyond 
loubt that a factual basis for negotiations is an essential requirement for a 

system of collective bargaining. 

After an extensive discussion of the effect which the group relations of the 
bargaining parties may have on the outcome of their negotiations, two chap- 
ters of the book are devoted to the resolution of deadlocks through mediation, 
rbitration and industrial warfare, and to the collective agreement. 

The final chapter presents the author’s conclusions. Perhaps it is significant 

t the author makes his suggestions under the heading “The Government’s 

’ If government continues, he states, to allow labor and management to 
exercise their present powers and rights, it is advisable if not imperative 
that responsibility should accompany power, and obligation go hand in hand 
with rights. In the absence of an adequate effort on the part of the bargain- 
i rties to establish desirable procedural standards, the government re- 

the only effective agency which can normalize the bargaining process 
lines which actual practice has revealed to be beneficial. Apparently 

» author’s opinion that the government should “impose” such tech- 

as procedural standards which are generally desirable. Some could be 
right now, some others the government might seek to effect through 

ary acceptance rather than by specific imposition. Finally, a classifica- 

‘ht be established of methods of negotiation—the general desirability 

1 is yet uncertain, but which on logical grounds appear advisable. As 

0 the enforcement of procedural standards, Dr. Chamberlain indicates that 

he m ost effective method would be to impose heavy fines on either or both 
0 argaining parties if production was disrupted by strike or lockout 

sult of failure to reach agreement accompanied by disregard of set 
procedural standards. 

The book is well organized and clearly written. The exhaustive discussion 

process of negotiation, together with Dr. Chamberlain’s criticism of 

isting practices, will certainly make useful reading not only for those 
ve only a limited knowledge of the technical questions involved, but 

also for those who have to solve the problems of collective bargaining in their 
rhe author’s concept that both mediation and arbitration are 

collective bargaining is open to doubt, especially as far as arbitra- 

tion is concerned. Intervention by a third party is not collective bargaining 
and problems of intervention differ considerably from those involved in direct 
negotiations. If the discussions of industrial warfare, mediation, and arbitra- 
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tion are not regarded as essential parts of the book, the author should not be 
criticized for not having dealt with them as adequately as with the problems 
of collective bargaining. 

Dr. Chamberlain will, however, encounter severe opposition to his fina] 
conclusions. Bargaining procedures probably cannot be standardized any 
more than other business negotiations. Even if they could, it would not 
seem proper to prescribe to employers and employees the manner in which 
they should negotiate in a great variety of situations. It is true the author 
suggests only the imposition of minimum requirements. Yet, management 
and labor should not be subject to more statutory duties than those pre. 
scribed by state labor relations acts and the policies of the labor relations 
boards, which attempt to realize the author’s fair demand “that responsi- 
bility should accompany power, and obligations go hand in hand with rights.” 
If negotiations are sometimes not performed with the desirable efficiency. 
it should not be overlooked that in many fields collective bargaining is stil] 
a relatively new device of industrial relations. Dr. Chamberlain’s book shows 
that the technical means exist to make it successful. Once we have overcome 
the “growing pains,” to use Leiserson’s phrase, we will have men on both 
sides who can handle the technical means. Although the author might not 
agree it is the personalities who make collective bargaining work, rather 
than procedural rules. Dr. Chamberlain makes some good suggestions for 
improving collective bargaining through information and education of nego- 
tiators. His book is a better contribution to that end than any of his 
recommended bargaining procedure laws could be. 

Kurt Braun 


The Brookings Institution 


Systematic Wage Administration in the Southern California Aircraft Industry. 
By Rosert D. Gray. (New York: Industrial Relations Counselors. 1943. 
Pp. 90. $1.25.) 

In the aircraft industry in southern California unequal wage rates for jobs 
requiring similar types and degrees of skill, responsibility and performance 
had grown up under the influence of rising demands for workers, changes in 
production methods accompanying the expansion of the industry, shifts of 
individual workers, individual bargaining, the broad discretion of local hiring 
officials, and the necessity of dealing with different unions. The effort of the 
southern California aircraft industry to substitute a rational and defensible 
wage structure is the subject of this book. The program introduced in July, 
1941, and modified in November, 1941, and May, 1942, came at a time of 
expanding employment and increasing wage rates; this made its application 
easier, since necessary adjustments could be made without loss to individual 
workers. 

The study outlines the factors considered in the setting of distinct wage 
rates based on systematic job analysis and valuation. The evaluation plan |s 
based upon basic job characteristics such as skill, training required, responst- 
bility for material and equipment, mental and physical application, and work- 
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‘ng conditions. Maximum points are established for the job characteristics, 
and the degrees toward attaining maximum points are defined. By the use 
of this type of job evaluation a grouping of all jobs into ten classes was de- 
termined. 

The base rate is, of course, a market factor, but each job class above the 
lowest rated group was then priced by the application of justifiable differen- 
tials to convert evaluations into wage rates. The problems involved in deter- 
mining the number of wage classes, the range in rates and overlapping are 
touched upon. The conclusion which Hoxie arrived at a long time ago that 
‘hese rationalizations of science are fundamentally judgments of the market 
is still valid. None the less, wage rates existing before the application of the 
systematic approach (as indicated in Chart I of the study) can only lead to 
‘he conclusion that, in equity as among workers and in order to curtail 
meaningless turnover, a larger measure of justice is introduced by a con- 
scientious effort to evaluate differentials both with respect to the substance of 
Systematic job evaluation does not eliminate market factors, but these were 

ld in check by objective measures of the value of the job and the con- 

ion of the individual employee. The merit rating implicit in the range 
ich job group was developed as a practical substitute for piece rates or 
her individual incentive system. 

n addition to describing how wage differentials were determined by the 

hern California aircraft industry and outlining the value of this tech- 

jue, the report contains a number of valuable appendices giving the details 
of the three successive evaluation plans adopted, the decision of the National 
War Labor Board directing the application of the wage schedule, excerpts from 
n contracts and manuals pertinent to job classification and evaluation, 

, special short appendix on merit rating. The study will be found of help 

) all concerned with wage administration. 

Gustav PECK 


Washington, D.C. 


Social Insurance; Relief; Pensions; Public Welfare 


ends in European Social Legislation between the Two World Wars. By 
LEXANDER Lorcu. Pub. of the Inst. of Comparative Law, Vol. III. (New 

York: Inst. of Comparative Law. 1943. Pp. 148. $2.00.) 

The pioneering efforts of the Weimar Republic and the progress made in 
the field of social legislation under the Blum government in France show, as 
the author states in the preface to his book, “the most characteristic tendencies 

social reforms during the period between the two World Wars.” Social re- 

rm in this period sought to apply the principle of democracy to industrial 
relations, and to construct a new social system in the framework of the existing 
economic order. Both the Weimar Republic and later the Blum government 
in France attempted to combine the system of private enterprise with the 
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requirements of collective action in the field of industrial relations. In both 
countries democratization of industrial relations followed the shift of politica) 
power in favor of labor, as experienced in Germany after the last war, and jp 
France in 1936 after the formation of the Popular Front. 

Lorch limits his study to the main features of social reforms, i.e., to legisla. 
tion on collective bargairing, on mediation and arbitration, and on workers’ 
representation in the shops. He analyzes the text of various statutes, describes 
the administrative practices and the influence of judicial decisions. 

Social reforms revolved around the Trade Agreement acts which the Ger. 
man issued in 1918 and the French in 1936. The German act provided that 
rules of a collective labor agreement have priority over less favorable terms 
of an individual labor contract, thus laying down minimum labor conditions 
in industries covered by collective bargaining. Regulation of collective labor 
agreements could be extended by administrative decree throughout an entire 
industry, and with it collectively agreed upon wage scales took on the charac- 
ter of national wage scales. The French act adopted these main features of the 
German act. It also provided machinery for government assistance in the 
conclusion of collective labor agreements, whereas in Germany the Mediation 
Decree stipulated this assistance. 

Under the Trade Agreement act in Germany the collective labor agreement 
became the predominant form of the labor contract. In France, where the 
act was in force for a relatively short period only, it led to a rapid growth of 
collective bargaining. The possibility of extension was widely used in Germany, 
whereas the French authorities applied it most cautiously. 

The legal efforts to secure iridustrial peace through collective bargaining 
were supplemented by legislation on mediation and arbitration. In the Ger- 
man system they were administratively combined, whereas in the French they 
remained separated. Both countries introduced compulsory arbitration. 

The pivots in the German system were the state arbitrators. While a net- 
work of tripartite boards functioned as mediator and arbitrator in cases of 
minor significance, disputes of higher economic importance were brought 
before the state arbitrators. Moreover, they could declare binding awards of 
the boards that had not been voluntarily accepted by the parties. Awards 
rendered by state arbitrators could be declared binding by the Minister of 
Labor. He also issued guiding principles for the settlement of wage disputes. 

The French system, introduced in 1936, and completed by the Arbitration 
Statute of 1938, gave priority over government arbitration to mediation and 
arbitration provided by collective bargaining. For cases not covered by collec- 
tive agreements, tripartite conciliation commissions were established, one on 
a regional basis, another—determined for disputes of larger importance—on 
a national basis. Obligatory arbitration was built into the framework o! 
collective bargaining. Wherever it governed industrial relations, arbitrators 
had to be named in advance, and had to intervene automatically if a dis 
could not be settled by conciliation. They could render binding awards. 
Machinery was also created for cases not covered by collective labor agree- 
ments. However, if the arbitrators could not agree on an award—which became 
the rule—the case was given for a one-man decision to a super-arbitrator 
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who occupied in the French system the same significant place the state 
arbitrator held in the German. 

In Germany as in France compulsory arbitration—together with machinery 
for mediation and voluntary abitration—led to a considerable decrease in 
the number of strikes. By-problems of different type, however, appeared. In 
Germany compulsory arbitration, conceived as a last resort only, became the 
rule, thus undermining the sense of responsibility of the parties, and making 
the government the scapegoat of capital and labor. In France enforcement of 
awards became the chief problem. The opposite results in the two countries 
reflect, according to Lorch “basic differences in the national character.” Dem- 
ocratic tradition led in France to recognition of democratic procedure in 
industrial relations; 60 per cent of all disputes were settled by conciliation; 
compulsory arbitration was rarely applied. In Germany the traditional rigid 
conception of the priority of the state over the individual created a different 
attitude toward government interference. “The disciplined German obeys 
orders regardless of his personal feelings; whereas the Frenchman . . . opposes 
orders the fairness of which he questions, even though they are imposed by 
state authorities.” 

In the last chapter of his book Lorch deals with the Work Councils in Ger- 
many and the Shop Committees in France. In the framework of social re- 
forms they had less significance than collective bargaining and arbitration. 
The French law of 1936 limited the duty of establishing workers’ delegates to 
enterprises covered by collective bargaining, and restricted their functions to 
hose of grievance committees. The German law of 1920 endowed Work 
Councils with economic and social functions. The first were intended to create 
labor participation in management, but the effort failed. On the one hand, 
entrepreneurs found devices to circumvent the obligations imposed upon them 
by law, and on the other hand, members of Work Councils rarely possessed 
the expert knowledge needed to understand the complexities of modern enter- 
prise. In the social field, however, they were successful, especially in protecting 
workers from arbitrary dismissal. 

The great merit of Lorch’s book is that it deals with complicated and very 
specific problems of comparative law in a highly readable and fascinating 
manner. The preponderance of evidence forces upon the reader certain in- 
evitable conclusions. Present trends of social legislation in all democratic 
countries are very similar to those which existed once on the European conti- 
nent. The comparison between German and French experience proves that as 
far as one country may learn from the experience of another, application of 
imilar techniques will not necessarily have similar results. In the selection of 

ic devices not only the objective aim, but also traditions and moods of the 

ple concerned must be considered. In his introduction Lorch expresses the 

conviction that social reforms in Germany and in France were only interrupted 

and not definitely destroyed. This raises the painful question of whether the 

temper of these countries after they are freed from national socialism will allow 

return to peaceful reforms or whether they will find themselves on the 
ireshold of revolutionary developments. 

JULIE MEYER 
New School for Social Research 
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Consumption; Income Distribution; Codperation 


Outlay and Income in the United States, 1921-38. By HAROLD Barcer. Stud. 
in income and wealth, Vol. 4. (New York: Nat. Bur. of Econ. Research, 
1942. Pp. xxvii, 391. $2.50.) 

In appraising this work it is necessary to keep in mind the explicit limita- 
tions of scope and purpose set by the author. The book is a warehouse of basic 
data in the field of national income; it “is devoid of any broad generalizations 
concerning outlay and income, their behavior during the business cycle, or 
their determinants from one period to another.” The purpose is to provide a 
statistical foundation for a later study of business cycles. Several new series 
are presented, particularly those for consumer services, and a complete 
array of quarterly data for the chief items of income and outlay. Users will 
thus find the book valuable for many types of short- and longer-run relation- 
ship analysis among the major economic variables. 

Barger’s interest is in the net rather than the gross national product. It is 
more “stylish” these days to emphasize the gross product, where the concern 
is with the levels of output and employment as a whole; from the standpoint 
of business cycle analysis, too, it seems questionable whether the net product 
is as useful a framework for analysis as the gross national income. 

Barger defines the national product alternatively as the sum of consumers’ 
outlay (including all taxes), net private capital formation (including all 
taxes), and net public outlay; or as (net) income originating in private 
industry (including subsidies and benefit payments, but net of all taxation), 
plus income distributed by government (gross of relief payments, but net of 
all taxation). Capital gains of all types are excluded from both sides of the 
account. The government contribution to the final product is made synony- 
mous with its “net contribution to purchasing power.” Admitting the element 
of arbitrariness in defining especially the government contribution to the 
social product, many readers will nevertheless take exception to Barger’s 
claim of complete “neutrality” in his choice of definition, in his statement 
(p. 12) that “The treatment of governmental transactions described here .. . 
was dictated by considerations of statistical convenience . . ., is purely con- 
ventional in character and implies no theory as to the nature of governmental 
activity.” (Cf. “governmental revenues either partake of the nature of monop- 
oly payments, or else are obtained in return for services to business,” p. 3/ 

The view that “the effects of public investment upon economic activity at 
large are better judged from a consideration of deficit financing, or the ‘net 
income-increasing expenditure’ of the government” (p. 36) seems too sweep- 
ing. Analysis of these effects cannot be couched simply in terms of the aggre- 
gate size of the net deficit or surplus; it must also take account of the aggregate 
level and the concrete composition of both expenditures and receipts, in their 
complex reactions upon the distribution of incomes, and ultimately on the 
distribution of resources among industries. Incidentally, why isn’t public 
investment, e.g., a school or a road, just as much a part of “currently lis- 
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* of considerable interest, but doubtful analytical clarity, is Barger’s tri- 
partite subdivision of income originating in private industry. Short-term 
income, covering chiefly wages and salaries, also includes some entrepreneural 
net income; long-term income consists of interest and nonfarm rentals; 
residual income covers all corporate profits and entrepreneural net income 
except in the case of agriculture, service and miscellaneous industry groups. 

Income originating in government is excluded from this breakdown, but 
an appendix table makes possible its inclusion.) It seems preferable to the 
reviewer to segregate corporate from noncorporate net incomes, both for 
reasons of fruitful economic distinctions and of statistical significance. There 
are strong grounds for thinking that corporate income may fluctuate quite 
differently from entrepreneural income. 

The author makes an interesting attempt, which is theoretically fruitful, to 
estimate the precision of his series on outlay and income respectively and of 
the national product (see Chap. III); but the numerical results presented 
seem somewhat pretentious in view of the serious lack of independence of 
income and outlay estimates. E.g., in many cases the outlays for services are 
derived entirely from income data (hotels, professional services, etc.); the 
chief foundation for both the income and expenditure estimates throughout is 
the Census of Manufactures and Census of Business. 

Interpretation of data, as indicated above, was not a purpose of the book. 
Where Barger makes comments on the economic significance of results, he is 
cautious. (Cf. p. 146: “. , . there is a suggestion that the upturn in profits 
preceded the upturn in the more important components of outlay” both in 
1921 and in 1932-33.) 

sarger is to be complimented on his sense of logical structure and lucid 
style of writing. The book is a model of scrupulous methodological care; the 
a on consumer services, corporate profits and inventories are note- 
worthy. If we must for the time being be content with its rather heavy diet 
of sta cited we can look forward to richer rewards when the promised wine 
of critical analysis and interpretation appears. 
MICHAEL SAPIR 
Washington, D.C. 


Unclassified Items 


The Church and the Liberal Society. By Emmet JouN Hucues. (Princeton: 
Princeton Univ. Press. 1944. Pp. xv, 307. $3.00.) 

Mr. Hughes’s thesis in The Church and the Liberal Society is that “the 
faith of democracy can be made lastingly strong alone by the faith of the 
Roman Catholic] Church .. .” (p. 274). Samples, from hundreds like them, 
i the steps by which he supports this thesis are his bald assertion of Thomas 
Aquinas that “he had demonstrated that reason, far from signalizing the 
denial of faith, could—in fact, must necessarily—fortify and fulfill faith” 
(p. 213), the faith under discussion being the Roman Catholic; and his 
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approval (pp. 206-12) of Pius IX’s famous Syllabus of 1864 which con. 
demned as basic errors the separation of the State from the Church and the 
direction of public schools by the civil power. 

But anyone who, noticing such steps, should be tempted to neglect this 
book would be ill-advised. In the first place it restates with vigor the important 
moral criticism—classically stated by writers like R. H. Tawney—of the 
economic and political patterns of the last four centuries of Western civiliza- 
tion and the metaphysics and theologies which claimed to justify that 
civilization and its salient economic features. And in the second place the 
Sook exemplifies extremely well a confusion of mind which is very easy to 
fall into, is widespread at the present moment and is likely to become more 
so, and is a serious threat to effective moral intelligence: the notion that the 
deplorable meannesses, confusion, and cynicism of recent Western social life 
and thought show that humanistic ethics are bankrupt whereas “religious 
ethics,” and they alone, can supply valid and saving moral absolutes. 

In pointing out the inhuman cruelty, waste, and meanness of laissez-faire 
economic processes and of production, not for maximum human use but for 
maximum profit, and the inconsistencies and the subversions of human values 
characteristic of the economic theories, of the nationalist political theories, 
and of the metaphysics and theologies which purported to justify such eco- 
nomic processes, Mr. Hughes differs from most careful historians and critics 
mainly in three respects. He writes as if the “intelligible synthesis” of social 
life under the guidance and control of the Catholic Church was actually 
achieved in a very much larger measure in medieval Europe than serious his- 
torians generally allow. He-restricts the terms “liberalism” and “liberal so- 
ciety” to mean acquisitive economic individualism, mercantilism, and 
theories of man’s nature and political proclivities which support these. He 
thus excludes from what he calls “liberalism” all in the long history of what 
is usually called liberalism that has been profoundly critical of the very 
things Mr. Hughes himself condemns—the liberalism which some recent 
writers (whom Hughes takes seriously) have called “ideal liberalism” or 
“ecumenical liberalism.” Mr. Hughes’s procedure here is a striking instance 
of the ancient rhetorical device of giving a dog a bad name. Finally, Mr. 
Hughes offers with much ardor the view that the Roman Catholic Church 
has consistently fought the genuinely dreadful things which he means by 
“Liberal Society.” He supports this view by quoting statements of popes and 
prelates, not by a history of actual church politics. The reconciliation of such 
historical politics with such official statements is recognized as an extremely 
difficult problem even by the friendliest historians of the Roman Church— 
who still remain historians. 

In all these matters Mr. Hughes’s interpretation suffers seriously from 
the absence of even partial analysis of the notions of “value,” of “reason,” 
of “intelligibility,” of “religious ethics” which he constantly uses with what 
seems to be a great deal of ambiguity. Since many and various moral atti- 
tudes and ethical systems have been sanctioned by religions, his book badly 
needs some indication of how he has determined, or would determine, which 
among them is the valid religious ethics and should finally control economic 
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nrocesses and the government of states. (There is, of course, no doubt that 
\r. Hughes personally regards Roman Catholic ethics as that ethics and the 
Pope, holder of “the highest office in Christendom” (p. 221), as infallible 
when he speaks gua Pope on quesions of faith and morals. This is an interest- 
ng fact about Mr. Hughes but hardly throws light on the theoretical issues 
ich he purports to be discussing.) 
ere is no hint that Mr. Hughes has even considered the question implicit 
lato’s Euthyphro: How can any man judge that what purports to be a 
command comes from a good and not from a devilish source, except by 
his human judgment of the righteousness of what is commanded? If acts are 
thus judged to be righteous, they should be done whether or not commanded 
by deity. What additionai authority, then, can a theotic source give to any 
defensible moral law? If a cosmology could be, or has been (as Mr. Hughes 
ably believes), demonstrated as true or as probable, and according to it 
an omnipotent Creator controls all existence, would it follow by amy logic that 
hat the Creator commanded was good or bad? At the most it would follow 
hat it was expedient, if one would avoid one’s own destruction, to obey the 
commands—and Mr. Hughes is contemptuous of expediency. Not only does 
Mr. Hughes’s dogmatism give us no light upon these basic questions, but the 
ment of the Christian God” which he ascribes (pp. 65-66) to the 
ies of “Liberal Society” shows a total (I use the adjective advisedly) 
on his part to understand what men like Hume and Spinoza (of whose 
the indictment is, he says, a paraphrase) meant, and laboriously 
ined that they meant, by “law,” by “cause,” and by most of the rest 
heir central terms. 
Mr. Hughes’s indictment of Western civilization, especially in its economic 
structure, for its wastage of what decent men consider valuable, is largely 
incing and it is extremely important, however much or little original, and 
r defensible or indefensible the remedy he proposes. That saints and 
s of many religions (as well as some of the philosophers of liberalism 
Mr. Hughes has travestied) have cherished and recommended such 
is certainly true. And among these have been many members and 
ils of the Roman Catholic Church, But that those values derive their 
from any theology or religious faith—or in particular the Roman 
theology or faith—is quite another thesis. Mr. Hughes’s argument 
xcellent example of the facile confusion which insinuates that the 
n of some alleged theological justification of values is, or entails, a 
n of those values. As a matter of fact, the “justification” of any 
with serious moral implications is almost certainly to be found 
y in the basic value attitudes of those who accept the theology. 
re is no more crippling or pathetic disease of modern thought than 
alectical oscillation between dogmatic absolutisms and capricious and 
ible relativisms. Mr. Hughes’s book is an outstanding example of the 
y that the only way to correct relativistic cynicism, individualistic selfish- 
waste of human values, and war is by establishing moral absolutes. 
and careful minds find, and will find, little promise in either extreme 
ition, Actually, the enhancement of health and knowledge and love and 


1044] 
BER Ly | 
-On- 
the 
+1: 
ant 
th 
ine 
hat 
+h 
ine 
to 
lore 
the 
life 
ous 
lor 
ues 
eS 
» 
LICS 
ind 
ind 
He 
n 
or 
e 
{r 
ch ‘ 
1 
n 
cn 
] 
ym 
| 
IC 


944 THE AMERICAN ECONOMIC REVIEW 


play and artistic expression, and the having and doing of a job that contribute; 
to the advance of all these and to spreading them more widely among men. 
have been shown by serious scientific methods to be goods—not absolute goods 
but good activities, the blocking of which leads to aggressive destruction and 
death just as certainly as does the blocking of a man’s intake of air. The w 
of Western communities—particularly their economic and political ways— 
have seriously damaged such values and have gravely crippled human ‘per- 
sonality, and at the very time when new techniques and resources have made 
admirable advances possible. Economic and governmental policies which 
serve and enhance such values must be devised and increasingly put into effect 
This is the supreme task of intelligence. If such policies are recommended— 
or devised—by the members of a church or by the members of many churches. 
well and good. But the policies will be justified by their contributirin to the 
achievement of human values, and not by the fact that they are sponsored 
by the officials or entailed by the theology of any church. 

WILLIAM R. Dennzs 
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Puerto Rico and Virgin Islands: hearings [House Insular Affairs Committee], 78th Cong 
2nd sess., on H. Res. 3777, to assist in relieving economic distress in the Virgin Islands 
by providing work for unemployed persons, and for other purposes. Pt. 2. Washington, 
D.C. May, 1944. Testimony of Governor C. Harwood and W. A. Brophy. (Washington: 
Supt. Docs. 1944. Pp. 335-417. 15c.) 


Economic Systems; Post-War Planning 


Brartsrorp, H. N. Our settlement with Germany. (New York: John Day. 1944. Pp. 160 
$1.75.) 
Brocan, D. W. Government of the people; a study in the American political system. 


455 ) 


Foreword by H. J. Lasxt. New ed. (New York: Harper. 1944. Pp. 455. $4. 

Davis, J. S. After the war: freer trade or far-reaching controls? (Winnipeg: Canadian 
Weekly Newspapers Assoc. 1944. Pp. 15.) 

Dean, V. M. U.S. plans for world organization—with selected documents. For. pol. repts 
Vol. 20, no. 11. (New York: Foreign Pol. Assoc. 1944. Pp. 6. 25c.) 


Fiske, E. R. The Fiske plan for free enterprise and post-war employment. (Boston: 
Christopher Pub. House. 1944. Pp. 190. $2.25.) 

Gorvon, M. How to tell progress from reaction; rcads to industrial democracy 
York: Dutton. 1944. Pp. 320. $3.) 


Hart, A. G., and others. The American and Russian economic systems: how do they dife 
Transcript no. 328. (Chicago: Univ. of Chicago Round Table. 1944. Pp. 28. 10c.) 


Havex, F. A. The road to serfdom. Foreword by J. CHAMBERLAIN. (Chicago: Univ. of 
Chicago Press. 1944. Pp. xi, 250. $2.75.) 

Jorpan, P. Central union of Europe. Introd. by E. M. Patrerson. (New York: McBride 
1944. Pp. 110. $2.) 

Kroucu, R. C. Democracy’s world. (Boston: Meador. 1944. Pp. 72. $1.) 
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apier, H. W., editor. Postwar planning for peace and full employment. Pamph. ser. 
New York: League for Industrial Democracy. 1944. Pp. 64. 25c.) 
H. W. Social-economic movements: an historical and comparative survey of 
ism, communism, cooperation, utopianism; and other systems of reform and re- 
struction, (New York: Crowell. 1944. Pp. xx, 828. $3.75.) 


O., Lerner, A. P., and Trotistrup, A. W. The American way of business—the 
t government in a system of free enterprise. Prob. in Am. life, no. 20. (Washington: 
Educ. Assoc. 1944. Pp. 93. 30c.) 
_K. and Encets, F. Reactionary Prussianism. (New York: Internat. Publishers. 
Pp. 64.) 
7, H. G. and Marrio, L. The control of Germany and Japan. (Washington: 
<ings Inst. 1944. Pp. xi, 116. $2.) 


ix, G. The people incorporated; universal sharing system; a codperative plan to solve 
r unemployment. (New York: Univ. of Econ. Found., 101 Park Ave. 1944. Pp. 


L. Bureaucracy. (New Haven: Yale Univ. Press. 1944. Pp. viii, 125. $2.) 
z, A. R. Continentalism—for enduring peace. (New Orleans: Pelican Pub. Co. 
Pp. 234. $2.) 
r problems in business, education and government. Papers presented in a conference 
derbilt University. Mar., 1944. (Nashville: Vanderbilt Univ. Press. 1944. Pp. 


1.50.) 


Statistics; Economic Mathematics; Accounting 


M. Elementary statistics with general applications. (New York: Holt. 1944. 
690. $3.50.) 


er, W. A. and Hawortn, F. B. Laboratory manual for elementary statistical 
(New York: Macmillan. 1944. Pp. 127. $2.) 
MANN, J. and Morcenstern, O. Theory of games and economic behavior. 
ton: Princeton Univ. Press. 1944. Pp. xviii, 625. $10.) 
L. H. C. Statistics. (New York: Oxford. 1944. Pp. 190. $1.25.) 
s of the accounting conference, 1944. (Urbana: Bur. of Econ. and Bus. Research, 
of Illinois. 1944, Pp. 81.) 


ensus of the United States, 1940. Population. Differential fertility 1940 and 
tandardized fertility rates and reproduction rates. (Washington: Bur. of the 
1944. Pp. 40. 15c.) 
Population. Estimates of labor force, employment, and unemployment in the 
ted States, 1940 and 1930. (Washington: Bur. of the Census. 1944. Pp. 18. 15c.) 


finances, 1943. Vol. 3. Statistical compendium. (Washington: Bur. of the Census. 
+. Pp. 63. 20c.) 


Business Cycles and Fluctuations 


R., and others. Needed: 20,000,000 postwar jobs. Transcript no. 334. (Chicago: 
f Chicago Round Table. 1944. Pp. 26. 10c.) 
in business cycle theory, Selected by a Committee of the American Economic 


tion; G. Haperver, chairman. Ser. of repub. articles on econ., Vol. IT. (Phila- 
ia: Blakiston. 1944, Pp. xvi, 494. $3.50.) 
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Public Finance; Fiscal Policy; Taxation 


Bicxrorp, H. C. Excess profits tax relief; an interpretation of section seven hundred and 
twenty-two of the Internal Revenue Code, (New York: Prentice-Hall. 1944, Pp. 501 


$7.50.) 

Gaa, D. J. The taxation of corporate income. (Urbana: Univ. of Illinois Press. 1944. Pp. 
x, 285. $4.) 

Hicks, J. R., Hicxs, U. K. and Leser, C. E. U. The problem of valuation for rating, 
Nat. Inst. of Econ. and Soc. Research, Occasional papers VII. (New York: Macmillan. 
Cambridge: Univ. Press. 1944. Pp. vii, 90.) 

Roperts, W. A. State taxation of metallic deposits. Harvard econ. stud. Vol. LXXVII. 
(Cambridge: Harvard Univ. Press. 1944. Pp. xiv, 400. $4.50.) 

Rut, B. and Sonne, H. C. Fiscal and monetary policy. Planning pamph. no. 35. (Wash- 
ington: Nat. Planning Assoc. 1944. Pp. 42. 25c.) 

Sruon, H. A. Fiscal aspects of metropolitan consolidation, (Berkeley: Bur. of Pub. Admin. 
Univ. of California. 1944. Pp. 67. $1.) 


County finances, 1942 compendium. (Washington: Bur. of the Census, 1944. Pp. 490, $1,) 
Internal revenue bulletin, cumulative bulletin, Jan.-Dec. 1943. (Washington: Supt. Docs. 
1944. Pp. 1402. $1.25.) 


Refunds and credits of internal revenue taxes, fiscal year 1942, report of the Joint Com- 
mittee on Internal Revenue Taxation, pursuant to sec. 5010 (c) Internal Revenue Code 
78th Cong., 2nd sess., H. doc. 660. (Washington: Supt. Docs. 1944. Pp. 16. 5c.) 


Should the United States adopt the British system of assessing realty? Forum pamph. 2. 
(New York: Tax. Inst. 1944. Pp. 31. 50c.) 


Statistics of income for 1942: Pt. 1. Preliminary report of individual income tax returns 
and taxable fiduciary income tax returns filed in period January through June 1943. 
Internal Revenue Bur. (Washington: Supt. Docs. 1944. Pp. 40. 10c.) 


Symposium on taxation and the social structure. Papers read before the American Philo- 
Society, midwinter meeting, February 18-19, 1944. (Philadelphia: Am 


Philosophical Soc. 1944. Pp. 70. $1.) 


sophical 


Money and Banking; Short-Term Credit 


Daver, E. A. Comparative operating experience of consumer instalment financing agencies 
and commercial banks, 1929-41. Finan. research prog., stud. in consumer instal. finan. 10 
(New York: Nat. Bur. of Econ. Research. 1944. Pp. xviii, 221. $3.) 

Lester, R. A. International aspects of wartime monetary experience. Essays in internat. 
finan. no. 3. (Princeton: Internat. Finan. Sec., Princeton Univ. 1944. Pp. 22.) 

Row .anp, J., and others. Postwar credit and loan management policies. (New Wilming- 
ton, Pa.: Econ. and Bus. Found. 1944. Pp. 27. 35c.) 

Bank for International Settlements: thirteenth annual report, Apr. 1, 1942-Mar. 31, 1943. 
(Basle: Bank for Internat. Settlements. 1943. Pp. 329.) 

Foreign exchange legislation in Germany. New ed. (Basle: Bank for Internat. Settlements 
1944. Pp. 700. Sw. fr. 28.) 

Memoria del Banco Central de Reserva del Peru, 1943. ({Lima:] Banco Central de 
Reserva del Peru. [1944.] Pp. 73.) 
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International Trade, Finance and Economic Policy 


parnes, J., and others. British views on postwar economic stumbling blocks between U. S. 
md Britain. Transcript no. 330. (Chicago: Univ. of Chicago Round Table. 1944. Pp. 
28. 10c.) 

Fes, H. The sinews of peace. (New York: Harper. 1944. Pp. xi, 271. $2.50.) 

Gotos, E. O. The Méline tariff: French agriculture and nationalist economic policy. Stud. 
in hist., econ., and pub. law, no, 506. (New York: Columbia Univ. Press. 1944. Pp. 

$3.75.) 

GranamM, B. World commodities and world currency. (New York: McGraw-Hill. 1944. 
Pp. xii, 182. $2.) 

Hawkins, H. C. The importance of international commerce to prosperity; radio broad- 
ist, April 2, 1944. U. S. Dept. of State. pub. 2104; comm. pol. ser. 74. (Washington: 
Supt. Docs. 1944. Pp. 9. 5c.) 

Unit. C. Foreign policy of the United States of America. U.S. Dept. of State, pub. no. 2096. 
Washington: Supt. Docs. 1944. Pp. 17. 5c.) 


Nersser, H. The problem of reparations. Stud. in postwar reconstruction, no. 4. (New 
York: Am. Lab. Conf. on Internat. Affairs. 1944. Pp. 36, mimeo.) 
e, J. E. Oil and the Americas. Address before the Inter-American Inst. of Univ. of 
th Carolina at Chapel Hill, June 22, 1944. (Chapel Hill, N.C.: S. E. Leavitt. 
1 Pp. 28.) 
Wuinven, H. P., Jr. U. S. foreign trade and world economy. For. pol. repts., Vol. 20, 
no. 10. (New York: For. Pol. Assoc. 1944. Pp. 13. 25c.) 
Bretton Woods Monetary Conference—plans and achievements. For. pol. repts., Vol. 20, 
no. 12. (New York: For. Pol. Assoc. 1944. Pp. 9. 25c.) 
Export market opportunities for U. S. A. manufacturers; close-at-hand in the Caribbean 
Islands, Venezuela, and the Guianas. (New York: Alcoa Steamship Co. 1944.) 


1d-Lease: sixteenth report to Congress on operations, for the period ended June 30, 1944. 
‘con. Admin. (Washington: Supt. Docs. 1944. Pp. 88. 15c.) 
memorandum of agreement between the United States of America, Argentina, 
Australia, Canada, and the United Kingdom, initialed at Washington, Apr. 22, 1942, 
eflective June 27, 1942; and related papers. State Dept., Exec. Agreement Ser. 384. 
Washington: Supt. Docs. 1944. Pp. 25. 10c.) 


Business Finance; Insurance; Investments; Securities Markets 


AckERMAN, L. J. and Buctt, R. W., editors. Risks we face; an introduction to property 
insurance. (New York: Prentice-Hall. 1944. Pp. 128. $2.50; text ed., $2.) 

M. E. Industrial life insurance in the United States. (New York: McGraw-Hill. 
1944. Pp. xii, 399. $2.75.) 

TvEBNER, S. S. The economics of life insurance—human life values: their financial organi- 
cation, management, and liquidation. Rev. ed. (New York: Appleton-Century. 1944. 
Pp. xix, 272. $2.25.) 

Insurance: joint hearing [Senate Judiciary Committee], 78th Cong., 2nd sess., on S. 1362, 
H.R. 3269, and H.R. 3270, to affirm that the regulation of the business of insurance 
remain within the control of the several states and that the acts of July 2, 1890 and 
Oct. 15, 1914, as amended, be not applicable to that business. Pt. 6. May and June, 1944. 

Washington: Supt. Docs. 1944. Pp. 533-642. 15c.) 

Nationa! Board of Fire Underwriters: proceedings of the 78th annual meeting, May 25, 

New York: Nat. Board of Fire Underwriters. 1944. Pp. 197.) 
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Public Control of Business; Public Administration; 
National Defense and War 


Berce, W. Cartels—challenge to a free world. (Washington: Public Affairs Press, 194, 
Pp. vi, 266. $3.25.) 


CatpweLt, L. K. The administrative theories of Hamilton and Jefferson. Stud. in pub 
admin. (Chicago: Univ. of Chicago Press. 1944. Pp. ix, 244. $3.50.) 


Criver, J. H. The bureaucrat. (Philadelphia: Lippincott. 1944. Pp. 373. $3.) 


HoweEnst1nE, E. J., Jr. The economics of demobilization. Introduction by A. H. Hansey 
(Washington: Am. Counc. on Public Affairs. 1944. Pp. 336. $3.75; paper, $3.25.) 


Hunt, E. M.., editor. Citizens for a new world. 14th yearbook. (Washington: Nat. Coun: 
for the Soc. Stud. 1944. Pp. viii, 186. $2.) 


Livtncston, J. A. Reconversion—the job ahead. Pamph. no. 94. (New York: Public Affairs 
Committee. 1944. Pp. 32. 10c.) 


MonracuE, G. H. The “cartel” problem. 3rd ser., no. 8. (New York: Inst. on Post-war 
Reconstruction, New York Univ. 1944. Pp. 32. 30c.) 


Raucu, B. The history of the New Deal, 1933-1938. (New York: Creative Age Press, 1944. 
Pp. 379. $2.50.) 


SAWHILL, D. V., and others. Termination of war contracts, disposal of government plant; 
and the elimination of war-time controls of production. (New Wilraington, Pa.: Econ 
and Bus. Found. 1944. Pp. 34. 35c.) 


Canada’s wartime measures for economic stability, to keep down the cost of living. Refer. 
handbook, (Ottawa: Govt. of Canada. 1944. Pp. 23.) 


Contract termination and related post-war legislation: summary of recommendations on 
surplus property legislation; report of war contracts subcommittee [Senate Military 
Affairs Committee], pursuant to S. Res. 198, to investigate war contracts, termination of 
war contracts, and related problems. Print. no. 5. (Washington: Supt. Docs. 1944. Pp 
102. 15c.) 


Decisions of Commissioner of Patents and of the United States Courts in patent and trade- 
mark and copyright cases, compiled from vols. 546-557 of the official gazette, during the 
year 1943. (Washington: Supt. Docs. 1944. Pp. 894. $1.50.) 


Federal regulations of United States: codification of documents of general applicability and 
legal effect, June 2, 1938 to June 1, 1943, including Presidential proclamations, Executive 
orders, and other Presidential documents, with ancillaries and index. Book 5, pt. 2, chaps. 
1-3 ;title 27; Book 6, Title 28—title 32. (Washington: Supt. Docs. 1944. Pp. 7245-8466a; 
8467-9485. $3, each.) 


Mobilization and demobilization problems: hearimgs [Senate Military Affairs Committee] 
78th Cong., 2nd sess., on S. 1730, to create an Office of Demobilization, establish general 
policies for that office, previde for settlement ef claims arising from terminated war con- 
tracts, and disposal of surplus government property; and S. 1893 (supersedes S. 1823), 
to provide for an Office of War Mobilization and Adjustment. Pt. 9. Aircraft. July, 1944 
(Washington: Supt. Docs. 1944. Pp. 423-609. 25c.) 


National defense program: hearings [Senate Spec. Committee Investigating the National 
Defense Program], 78th Cong., 1st and 2nd sess., pursuant to S. Res. 6 (extending S. Res 
71, 77th Cong.). Pt. 21. Rayon versus cotton cord for tires, manpower, reconversion pro- 
gram, Army hotel acquisition program. Sept., Oct., Nov., Dec., Jan., 1944. Pt. 22. Canol 
project. Sept., Oct., Nov., Dec., 1944. (Washington: Supt. Docs. 1944. Pp. 8515-9285; 
9287-9935. $1, each.) 


Post-war disposition of defense installations and facilities, agreement between United States 
and Canada. State Dept., Executive agreement ser. 391. (Washington: Supt. Docs. 194 
Pp. 4. 5c.) 
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war economic policy and planning: hearings [House Spec. Committee on Post-War 

mic Policy and Planning], 78th Cong., 2nd sess., pursuant to H. Res. 408. Pts. 1-3. 

nomic problems of the transition period. Mar., Apr., May, June, 1944. (Washington: 
Docs. 1944. Pp. 288, 289-494; 495-606. 35c; 25c; 15c.) 


joint hearings [Senate Spec. Committee on Post-War Economic Policy and 
iz], 78th Cong., 2nd sess., pursuant to S. Res. 102 and H. Res. 408. Pt. 1. 
il of surplus government property and plants. June, 1944. (Washington: Supt. 
1944. Pp. 79. 15c.) 


tiation and termination of war contracts, 1942-1944. Official pubs., Vol. 45, no. 
Ann Arbor: University of Michigan Press. 1944. Pp. 152. $1.50.) 


rt on activities of Smaller War Plants Corporation, under the act to mobilize the 
luctive facilities of small business. 78th Cong., 2nd sess., S. doc. 223. (Washington: 
Docs. 1944. Pp. 19. 10c.) 


port on war and post-war adjustment policies [Baruch report]. (Washington: Supt. 
cs, 1944. Pp. 108. 20c.) 


slus war property: I—The basic facts; 11—The basic procedures. (Washington: Public 

ffairs Press. 1944. Pp, 25. $1.) 

Official documents of the Office of War Information and the Surplus War Property 
tration. 


ttract termination: Pt. 2. Law and Contemporary Problems, Vol. 10, no. 4. 


ind post-war problems and policies of the states; report and recommendations 
the Interstate Committee on Postwar Reconstruction and Development. (Chicago: 
>. of State Governments. Pp. 96. $1.) 


tion of Industrial Organization; Price and Production Policies; Business Methods 
4. Pp 


Benton, W., and others. Small business after the war. Transcript no. 326. (Chicago: Univ. 
of Chicago Round Table. 1944. Pp. 27. 10c.) 


trade- 
ng the HowpHuRY, R. C. Principles of industrial organisation. (Allahabad: A. K. Chowdhury, 
seli Ave. 1943. Pp. ix, 556. Rs. 9.) 

n analysis of the evolution and nature of business organization and suggestions for 


ty and industrial development in India. 


cutive 
chaps. ‘Larke, H. N. and Martin, E. E. Fundamentals of business organization; an orientation 
34 course. 4 vols. (Chicago: Am, Technical Soc. 1944. Pp. 176. 50c each.) 


‘NELLY, J., and others. Production management and postwar business planning. (New 
ington, Pa.: Econ. and Bus. Found. 1944, Pp. 36. 35c.) 


wis, H. T. and Livesey, C. A. Materials management; a problem of the air-frame in- 
Bus. research stud., no. 31. (Boston: Grad. School of Bus. Admin., Harvard 
1944. Pp. 53. $1.50.) 


in, G. H., and others. The réle of production management policies in America’s 
tomic future. (New Wilmington, Pa.: Econ. and Bus. Found. 1944. (35c.) 


: R., and others. Responsibilities of private enterprise after the war. (New Wil- 
1 pro- mington, Pa.: Econ. and Bus. Found. 1944. Pp. 26. 35c.) 
Canol 


not: | business: hearings [Senate Spec. Committee to Study and Survey Problems of Small 


susiness Enterprises], 78th Cong., 2nd sess., pursuant to S. Res. 66 (extending S. Res. 
é 76th Cong.). Pts. 36, 37, 38. Businessmen’s views on reconversion needs, 1, 2, 3. 
States May and June, 1944, Pt. 39. Commercial rent control. July, 1944. (Washington: Supt. 
1044 1944. Pp. 4391-4465; 4467-4531; 4533-4625; 4627-4718. 15¢ each.) ; 


The smaller company after the war. (New York: Research Inst. of Am. 1944. Pp. 57.) 
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Marketing; Domestic Trade 
Smummons, H. Successful selling for the new day. (New York: Harper. 1944. Pp, 303, $4) 


Wiesen, L. J., and others. The réle of marketing management policies in America’s eco. 
nomic future. (New Wilmington, Pa.: Econ. and Bus. Found. 1944. Pp. 32. 35c.) 


Federal Trade Commission: report on distribution methods and costs. Pt. 4. Petroleum 
products, automobiles, rubber tires and tubes, electrical household appliances and agri- 
cultural implements; submitted to Congress, Mar. 2, 1944. (Washington: Supt. Docs 
1944. Pp. 189. 25c.) 


Mining; Manufacturing; Construction 


Bortes, B. Oil: an economic key to peace. For. pol. repts., Vol. 20, no. 8. (New York 
For. Pol. Assoc. 1944. Pp. 9. 25c.) 


Brooks, B. T. Peace, plenty and petroleum. (Lancaster, Pa.: Jaques Cattell Press, 1044 
Pp. 203. $2.50.) 


ScHNITZER, J. G. and Hunter, A. L. Boot and shoe industry statistics. Indus. ser. 10. 
(Washington: Bur. of For. and Dom. Commerce, U. S. Dept. of Commerce. 1944 
Pp. 42, mimeo.) 


Industrial centralization: hearings [Senate Spec. Committee to Investigate Industrial 
Centralization], 78th Cong., 2nd sess., pursuant to S. Res. 190, to investigate the effect 
of the centralization of heavy industry in the United States. Pt. 2. March and May, 1944 
[Cascade Alloy Corp.] (Washington: Supt. Docs. 1944. Pp. 29-140. 20c.) 


Mineral industry of Alaska in 1941 and 1942. Geolog. survey bull. 943-A. (Washington: 
Supt. Docs. 1944. Pp. 23. 10c.) 


Pulp and paper trade statistics of the other American republics, 1938-1941. Bur. For. and 
Dom. Commerce, econ. ser. 35. (Washington: Supt. Docs. 1944. Pp. 88. 30c.) 


Transportation; Communication; Public Utilities 


Brock, H. European transportation under German rule. (New York: Inst. of World 
Affairs. 1944. Pp. 25.) 


FARRINGTON, S. K., Jr. Railroads at war. (New York: Coward-McCann. 1944. Pp. 338. $4.) 


Heppen, W. P. and Sarter, J. R. Postwar overseas transportation. 3rd ser., no .10. (New 
York: Inst. on Postwar Reconstruction, New York Univ. 1944. Pp. 26. 30c.) 


Hossan, R. V. Railroad transit privileges. Stud. in bus. admin., Vol. 14, no. 3. (Chicago 
Univ. of Chicago Press. 1944. Pp. 104. $1.25.) 


Jounson, W. H., and NewxirkK, L. V. Transportation and power. (New York: Macmillan 
1944. Pp. 136. $1.) 


Karmpacn, A. C. Railroad panorama. (Milwaukee: Kalmbach Pub. Co. 1944. Pp. 228. 
$2.75.) 


pe 


Mance, Bric.-Gen. Srr H. O. and Wueeter, J. R. International air transport. Royal 
Inst. of Internat. Affairs, Internat. transport and communications. (New York: Oxford 
Univ. Press. 1944. Pp. 126. $1.) 

: International telecommunications. Royal Inst. of Internat. Affairs, Internat. trans- 
port and communications. (New York: Oxford Univ. Press. 1944. Pp. 102. $1.) 


Interstate Commerce Commission: comparative statement of railway operating statistics, 
individual class 1 steam railways in the United States, years 1943 and 1942. Statement 
no. 44200. (Washington: Supt. Docs. 1944. Pp. 63. 60c.) 


: decisions. Vol. 42. Motor carrier cases, Mar.-Nov., 1943. (Washington : Supt. Docs 
1944. Pp. 987. $2.) 
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) 


lecisions. Yol. 256. July, 1943-Jan., 1944. (Washington: Supt. Docs. 1944. Pp. 


eight commodity statistics, class 1 steam railways in the United States, year 
ec. 31, 1943. Statement no. 44100. (Washington: Supt. Docs. [1944.] Pp. 150. $1.) 


Agriculture; Forestry; Fisheries 


Britock, B. F. Practical farming for the South. (Chapel Hill: Univ. of North Carolina 
Press, 1944. Pp. 527. $2.50.) 
FarnsworTH, H. C. Livestock in continental Europe during World War II. War-peace 
ph. no. 6. (Standford University, Calif.: Food Research Inst. 1944. Pp. 63. 50c.) 
s, O. B. Postwar agricultural prospects [Minnesota]. (Minneapolis: Agric. Exp. Sta., 
of Minnesota. 1944. Pp. 24.) 


er, K. F. Enough and to spare; Mother Earth can nourish every man in freedom. 
York: Harper. 1944. Pp. 186. $2.) 


[1 J. G. Some problems of postwar agriculture. 3rd ser., no. 11. (New York: Inst. 
n Postwar Reconstruction, New York Univ. 1944. Pp. 30. 30c.) 


H. P. and SHOEMAKER, W. W. Postwar problems facing agriculture and business. 
sion serv. in agric. and home econ., circ. 582. (Urbana: Univ. of Illinois. 1944. 


ENKO, V. P. Interregional correlations in wheat yields and outputs. Wheat stud., 
XX, no. 6. (Stanford University, Calif.: Food Research Inst. 1944. Pp. 48. $1.) 


H. D. and YaRNALL, S. L. Revised annual estimates of interest charges and 
tes on farm-mortgage debt, 1930-43. (Washington: Bur. of Agric. Econ., U. S. 
f Agric. 1944, Pp. 34, mimeo.) 
\ J., and others. The impact of the war on the financial structure of agriculture. 
Washington: Bur, of Agric. Econ., U. S. Dept. of Agric. 1944. Pp. 191, mimeo.) 


n production in the United States, crop of 1943. (Washington: Bur. of the Census. 
37. 10c.) 


| supply: hearings [Senate Agric. and Forestry Committee], 78th Cong., 1st sess., on 


| supply of United States, farm petroleum supply. Pt. 6. Mar. and May, 1944. 
igton: Supt. Docs. 1944. Pp. 1901-1972. 15c.) 


Economic Geography; Regional Planning; Urban Land; Housing 


e, W. C. Anticipated postwar private employment and nonpublic expenditures 
e County, Ore. (Eugene: Bur. of Bus. Research, Univ. of Oregon. 1944. Pp. 18. 


and others. The problem of urban redevelopment. 3rd ser., no. 4. (New York: 
1 Postwar Reconstruction, New York Univ. 1944. Pp. 29. 30c.) 


H. Housing market in New York. (New York: Reinhold Pub. Corp. 1944. Pp. 


H. W. and Sreransson, V. Compass of the world—a symposium on political 
| New York: Macmillan. 1944. Pp. xvi, 466. $3.50.) 


L. J. and Lussennop, R. Urban and rural living—planning post-war ways of life 
for American youth. Prob. in Am. life no. 21. (Washington: Nat. Educ. Assoc. 1944. 


30c.) 
: hearings [House Banking and Currency Committee], 78th Cong., 2nd sess., 


1849. Pt. 4. Housing and urban redevelopment. June, 1944. (Washington: 
1944. Pp. 1015-1070. 10c.) 
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The need for urban redevelopment legislation in California; a report. (Los Angeles: 
Regional Planning and Development Section, Town Hall. 1944. Pp. 34.) 


Post-war economic policy and planning: hearings [Senate Spec. Committee on Post-Wa, 
Economic Policy and Planning], 78th Cong., 2nd sess., pursuant to S. Res. 102. Pt, 5. 
Reclamation, irrigation and power projects. June, 1944. (Washington: Supt. Docs. 1044 
Pp. 1071-1190, 20c.) 


Labor and Industriai Relations 


BAKER, H. Employee counseling: a survey of a new development in personnel relations. 
Research rept. ser., no. 69. (Princeton: Indus. Rel. Sec., Princeton Univ. 1944, Pp. 
64. $1.) 

BALDANzI, G. Organized labor and the state. 3rd ser., no. 5. (New York: Inst. on Postwar 
Reconstruction, New York Univ. 1944. Pp. 14. 30c.) 


BERNSTEIN, S. P., compiler. Bibliography on labor and social welfare in Latin America, 
(Washington: Pan Am. Union. 1944. Pp. 78, mimeo. 25c.) 


Cameron, J. C. The ethics of labour relations. (Boston: Bruce Humphries. 1944. Pp. 14 
35c.) 

Corey, S. M., and others. Should labor unions aim for political power? Transcript no. 
331. (Chicago: Univ. of Chicago Round Table. 1944. Pp. 27. 10c.) 


Erickson, E. Women’s employment in the making of steel, 1943. Women’s Bur., bull. no 
192, 5. (Washington: Supt. Docs. 1944. Pp. 39. 10c.) 


Green, C. E. The headwear workers—a century of trade unionism. (New York: United 
Hatters, Cap and Millinery Workers Internat. Union. 1944. Pp. 269. $2.) 


HAnpbiteR, M. and ScuHiesincer, S. A. Cases and materials on labor law. (St. Pau!: 9 
West Pub. Co. 1944. Pp. 818. Leather cloth, $6.) 


Harsison, F. H. Seniority problems during demobilization and reconversion. (Princeton: 
Indus. Rel. Sec., Princeton Univ. 1944. Pp. 31. 75c.) 

Jewett, R., and others. Employee representation on management committees. (New 
Wilmington, Pa.: Econ. and Bus. Found. 1944. Pp. 31. 35c.) 

Lort, J. The printing trades. Foreword by H. Davin. Labor in 20th century Am. (New 
York: Farrar and Rinehart. 1944. Pp. 314. $3.) 


Matueny, M., and others. The réle of personnel management policies in America’s eco- 
nomic future. (New Wilmington, Pa.: Econ. and Bus. Found. 1944. Pp. 32. 35c.) 


Morris, T. H. Scientific management; the hope for owners of modern industry. (Johnson 
City, Tenn.: Author, P.O. Box 29. 1944. Pp. 119. $2.) 

Wecuster, J. A. Labor baron: a portrait of John L. Lewis. (New York: Morrow. 1944. 
Pp. 286. $3.) 

A-B-C of absenteeism and labor turnover. Div. of Lab. Stand., spec. bull. 17. (Washing- 
ton: Supt. Docs. 1944. Pp. 7. 5c.) 

British policies and methods in employing women in wartime. Women’s Bur., bull. 20°. 
(Washington: Supt. Docs. 1944. Pp. 44. 10c.) 

Canadian Government Delegates: report to the 26th session of the International Labour 
Conference, Philadelphia, April 20-May 13, 1944. Printed as a suppl. to the Labour 
Gazette, June, 1944. (Ottawa: Cloutier. 1944. Pp. 73.) 


Discrimination in employment: hearings [House Labor Committee], 78th Cong., 2nd se85. 
on H. R. 3986, 4004 and 4005, to prohibit discrimination in employment because % 
race, creed, color, national origin or ancestry. Vol. 1. June, 1944. (Washington: Supt 
Docs. 1944. Pp. 269. 30c.) 
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tive series: July-Sept., 1944. (Montreal: Internat. Lab. Office. 1944. Various pp. 
cS. vez rly ) 

ver: the story of Britain’s mobilization for war. (New York: British Information 

1944. Pp. 60. 25c.) 


nal Labor Relations Board: court decisions relating to National Labor Relations 
1. Cases decided before Dec. 31, 1939. (Washington: Supt. Docs. 1944. Pp. 
$2.25.) 
lecisions and orders. Vol. 53. Oct. 23, 1943-Dec. 21, 1943. Vol. 54. Dec. 22, 1943- 
23, 1944. (Washington: Supt. Docs. 1944. Pp. 1498; 1596. $2 each.) 


rk State Joint Legislative Committee: report on industrial and labor conditions. 
. (1944) no. 50. (Albany: Williams Press. 1944. Pp. 184.) 


ial policy in dependent territories. Stud. and repts. Ser. B. (econ. conditions), No. 38. 
fontreal: Internat. Lab. Office. 1944. Pp. 185. $1.) 


n 1943. Bur. Lab. Stat., bull. 782. (Washington: Supt. Docs. 1944. Pp. 40. 10c.) 


{ survey of personnel services. (Minneapolis: Society for the Advancement of Manage- 
ment, Univ. of Minnesota. 1944. Pp. 78, mimeo.) 


Sociz| Insurance; Relief; Pensions; Public Welfare 


s, Cot. J. N. Outlook for the serviceman: a discussion of the education, reémploy- 
ind rehabilitation of veterans. 3rd ser., no. 7. (New York: Inst. on Postwar 
nstruction, New York Univ. 1944. Pp. 38. 30c.) 


A. E. Journey through chaos. (New York: Harcourt Brace. 1944. Pp. 405. $3.) 
1s, G. The price of social security. Internat. Lib. of Soc. and Soc. Reconstruction. 
v York: Oxford Univ. Press. 1944. Pp. vii, 199. $3.75.) 


veterans and their dependents: analysis of rights of all veterans and their 
ents to pension or compensation. 78th Cong., 2nd sess., S. doc. 146. (Washing- 
Supt. Docs. 1944. Pp. 27. 10c.) 


nity recreation buildings as war memorials: planning, financing, construction and 
tion of community recreation buildings. (New York: Nat. Recreation Assoc. 1944. 
$1.) 
tandards of social policy in dependent territories (supplementary provisions). 
nat. Lab. Conf., 27th sess., 1945. Questionnaire 1. (Montreal: Internatl. Lab. 
e. 1944. Pp. 46.) 
’ Phthisis Acts Commission [South Africa], The: report (majority and minority) 
1943, (Pretoria: Govt. Printer. 1943. Pp. 57. 4s. 6d.) 


eteran returns: a reémployment digest. (Hartford: Manufacturers Assoc. of 
ut. 1944. Pp. 54.) 


Consumption; Income Distribution; Codperation 


oN, L. J. Economics for consumers. 2nd ed. (Boston: Am. Book Co. 1944. Pp. xiv, 


5.) 


ostwar national income—its probable magnitude. Pamph. no. 55. (Washing- 
kings Inst. 1944. Pp. 34. 50c.) 


ind Luvrorp, E. J. Wartime food for four income levels: prices for San Fran- 
h, 1944, (Berkeley: Univ. of California Press. 1944. Pp. 45, mimeo. 35c.) 


F. and Keonane, M. P. The American standard of living: earning and spend- 
ir money. Prob. in Am. life no. 19. (Washington: Nat. Educ. Assoc. 1944. Pp. 
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Co-ops plan for the post-war world: a report on international planning done at th 
Washington Conference, Jan. 19-20, 1944. (New York: Cooperative League. 1944. Pp 
63. 50c.) 

Wartime budgets for three income levels: prices for San Francisco, March, 1943. (Berkeley 
Univ. of California Press. 1943. Pp. 106, mimeo. 85c.) j 


Population; Migration; Vital Statistics 


THompson, W. S. War and postwar population shifts in the United States. 3rd ser., no 
12. (New York: Inst. on Postwar Reconstruction, New York Univ. 1944. Pp. 15. 30) 

Stewart, M. S. The Negro in America. Pamph. no. 95. (New York: Public Affairs Com- 
mittee. 1944. Pp. 32. 10c.) 

Europe’s uprooted people—the relocations of displaced population. Pamph. no. 36. (Wash- 
ington: Nat. Planning Assoc. 1944. Pp. iv, 50. 25c.) 

Vital statistics of the United States, 1942. Pt. 1. Natality and mortality data for the 
United States tabulated by place of occurrence with supplemental tables for Hawaii, 
Puerto Rico, and the Virgin Islands. (Washington: Bur. of the Census. 1944. Pp. 176 
$1.25.) 

Unclassified Items 

Carr, W. G., editor. International frontiers in education. Annals, Vol. 235. (Philadelphia 
Am. Acad. Pol. and Soc. Sci. 1944. Pp. xii, 180. $2.) 

EICHELBERGER, C. M. Time has come for action. (New York: Commission to Study the 
Organization of Peace. 1944. Pp. 32. 10c.) 

Freminc, C. M. The social psychology of education—an introduction and guide to its 
study. Internat. Lib. of Soc. and Soc. Reconstruction. (New York: Oxford Univ. Press. 
1944. Pp. vii, 110. $2.) 

Jounson, W. The battle against isolation. (Chicago: Univ. of Chicago Press. 1944. Pp. 
xii, 270. $3.) 

KaurMANN, F. Methodology of the social sciences. (New York: Oxford Univ. Press. 1944 
Pp. viii, 272. $3.50.) 

Ketsen, H. Peace through law. (Chapel Hill: Univ. of North Carolina Press. 1944. Pp 
167. $2.) 

Norton, L. War elections, 1862-1864. (New York: Internat. Publishers. 1944. Pp. 48 
15c.) 

Riwer, F. The scholar and the future of the research library—a problem and its solution. 
(New York: Hadham Press, 1944. Pp. xiii, 236. $4.) 

Wuitton, J. B., editor. The second chance—America and the peace. (Princeton: Prince- 
ton Univ. Press. 1944. Pp. vi, 235. $2.50.) 

Wriston, H. M. Strategy of peace. (Boston: World Peace Found. 1944. Pp. 166. $1; paper, 
50c.) 

Suggested research topics in the fields of business and economics, 1944. Econ. ser. no 
(Washington: Bur. of For. and Dom. Commerce, Dept. of Commerce. 1944. Pp. 31, 
mimeo.) 
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PERIODICALS 


Economic Theory; General Works 


RarKRISHNA, R. Monopolistic influences in capitalistic economy. Indian Jour. Econ., Apr., 
1944. Pp. 6. 
», G. Capitalism in flux: recent changes in the structure of capitalism. Indian Jour. 
Econ., Apr., 1944. Pp. 13. 
Ferner, W. J. and Somers, H. M. Comment on Dr. Lerner’s Note. Rev. Econ. Stat., 
May, 1944. P. 1. 
\. P. Interest theory—supply and demand for loans or supply and demand for 
Rev. Econ. Stat., May, 1944, Pp. 4. 


Macxay, R. A. The nature and function of the social sciences. Canadian Jour. Econ. and 
Pol. Sci., Aug., 1944. Pp. 10, 

Mirovez, J. El mercantilismo de Saavedra Fajardo. El Trimestre Econ., Vol. X, No. 2. 
Pr 

Monvotro, R. La filosofia de la historia de Fernando Lassell. Rev. Mex. de Soc., Vol. V, 
N I Dp 30 


per, R. The poverty of historicism. II. Economica, Aug., 1944. Pp. 19. 
A. Werner Sombart. Rev. Mex. de Soc., Vol. V, No. 3. Pp. 15. 
Prasap, P. S. N. Market mechanism under control: its implications for economic theory. 
Ir Jour. Econ., Apr., 1944, Pp. 8. 
Rao, T. H. Structural changes in capitalistic economy. Indian Jour. Econ. 


SriraM, P. Some aspects of the recent structural changes in the capitalistic economy. 
Indian Jour. Econ., Apr., 1944. Pp. 7. 

VENKATASUBBIAH, H. Structural changes in the capitalistic economy in relation to its 
rationale. Indian Jour. Econ., Apr., 1944. Pp. 6. 


Wavcu, F. V. Does the consumer benefit from price instability? Quart. Jour. Econ., 
Aug., 1944. Pp. 13. 


Wrutams, E. Nicholas Barbon: an early economic realist. So. Econ. Jour., July, 1944. 


Witson, E. B. A notation for utility theory. Quart. Jour. Econ., Aug., 1944. Pp. 4. 
Worcester, D, A., Jr. Economics, politics and consumer subsidies. So. Econ. Jour., July, 


Economic History 
INARRiITU, A. Mercantilismo y neomercantilismo en la historia econdmica de 
América. E] Trimestre Econ., Vol. XI, No. 1. Pp. 11. 


Le RivereND Brusone, J. Sobre la industria azucarera de Cuba durante el siglo XIX. El 
Trimestre Econ., Vol. XI, No. 1. Pp. 19. 


~ 


MEvt C. La agricultura de Mexico en la epoca precortesiana. Investig. Econ., Vol. 
III, No. 4. Pp. 17. 
\ C. Growth of the American glass industry to 1880. Jour. Pol. Econ., Sept., 


National Economies 
DEHRE, C. H., Jr. and Wane, K. P. China’s mineral wealth. For. Affairs, Oct., 1944. 
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Burton, H. The Australian war economy, November, 1943, to May, 1944. Econ. Rec, 
June, 1944. Pp. 17. 

CampBELL, K. O. Australian agricultural production in the depression. Econ. Rec., June, 
1944. Pp. 16. 

Howarp, H. P. The future of the Far East. Internat. Postwar Prob., Sept., 1944. Pp. 2s. 

Istes, K. S. and Ramsay, A. M. Lack of adaptability in Australian agriculture. Econ. 
Rec., June, 1944. Pp. 20. 

IvENGAR, K. Post-war economic planning in India. Indian Jour. Econ., July, 1944. Pp. 9. 

Ivencar, S. K. Industrialisation and agriculture in India. Econ. Jour., June-Sept., 1944, 
Pp. 17. 

La Toucte, A. Situacién de Argentina en el afio 1944—Sus realidades; sus necesidades: 
sus problemas; sus aspiraciones. Rev. de Ciencias Econ., April, 1944. Pp. 20. 

Lance, O. Los principios de la economia soviética. E] Trimestre Econ., Vol. XI, No. 2. 
Pp. 30. 

Narayan Prasap, P. S. Some ambiguities in the Bombay plan, Indian Jour. Econ., July, 
1944. Pp. 17. 

Orteca R., F. Los problemas agrarios de México. Investig. Econ., Vol. III, No. 4 
Pp. 37. 

Parcuter, H. Recent trends in the German command economy. Jour. Pol. Econ., Sept., 
1944. Pp. 17. 

Rosrnson, H. German foreign trade and industry after the First World War. Quart 
Jour. Econ., Aug., 1944. Pp. 22. 

Rostes, G. Noticia sobre la industrializacién de México. El Trimestre Econ., Vol. XI, 
No. 2. Pp. 28. 

Ruerr, G. The future of French Indo-China. For. Affairs, Oct., 1944. Pp. 7. 

Sencupta, S. Capital requirements of the Bombay plan for economic development of 
India. Indian Jour. Econ., July, 1944. Pp. 8. 

Sesucrr1 Rao, A. War and recent trends in India’s foreign trade (1). Indian Jour. Econ., 
July, 1944. Pp. 8. 

Stncer, H. W. The German war economy. XII. Econ. Jour., June-Sept., 1944. Pp. 9 

Urovutpt, V. L. La postguerra y las relaciones econdémicas internacionales de México. FE) 
Trimestre Econ., Vol. X, No. 2. Pp. 25. 

Watticu, H. C. The outlook for Latin America. Harvard Bus. Rev., Autumn, 1944. 
Pp. 14. 

Planning for post-war Canada. Mo. Lab. Rev., Sept., 1944. Pp. 8. 


Economic Systems; Post-War Planning 


Batt, W. L. What kind of a country do we want to live in? Dun’s Rev., Sept., 1944. 
Pp. 4. 

BeneS, E. Czechoslovakia plans for peace. For. Affairs, Oct., 1944. Pp. 12. 

DenickeE, G. Recent trends in the literature of postwar planning. Internat. Postwar Prob., 
Sept., 1944. Pp. 14. 


Herrinc, P. Liberalism in crisis. Canadian Jour. Econ. and Pol. Sci., Aug., 1944. Pp. 1! 


Lins, M. La transformacién de los valores y objetos en el campo de la socialificacidn de 


lo sistemas sociales. Rev. Mex. de Soc., Vol. V, No. 3. Pp. 7. 

Quresut, A. I. Some structural changes in the post-war world economy. Indian Jour. 
Econ., Apr., 1944. Pp. 9. 

Wricut, I. Free enterprise—its post-war opportunity. [Review of R. R. Nathan's 
Mobilizing for Abundance.] Trusts and Estates, Aug., 1944. Pp. 5. 
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Statistics; Economic Mathematics; Accounting 


paver, J. Accounting principles of the Federal Power Commission. A reply to the 
critique by W. A. Paton. Jour. Accountancy, Oct., 1944. Pp. 4. 


BeckNELL, H. E. Organizing statistical work on a functional basis. Jour. Am. Stat. Assoc., 
Sept., 1944. Pp. 6. 

Broan, S. J. Recent developments in accounting and auditing. Jour. Accountancy, Sept., 
1944. Pp. 8. 

BrunsMAN, H. G. The sample census of congested production areas. Jour. Am. Stat. 
Assoc., Sept., 1944. Pp. 8. 

Downe, L. W. Normal capacity and its uses. N.A.C.A. Bull., Sept. 1, 1944. Pp. 9. 


Howett, H. E. Accountant’s responsibility to management in planning for reconversion 
and post-war progress. Pt. II. N.A.C.A. Bull., Oct. 1, 1944. Pp. 13. 


Lane, R. O. Post-war planning for British official statistics. Jour. Am. Stat. Assoc., Sept., 
1944. Pp. 10. 


Montcomery, R. H. Capital surplus—help wanted. Jour. Accountancy, Oct., 1944. Pp. 3. 

Ropinson, E. A. G. The qualifications of statisticians. Econ. Jour., June-Sept., 1944. 
Pp. 3. 

Wicxens, A. J. What the cost-of-living index is. Jour. Bus., Univ. of Chicago, July, 1944. 
Pp. 16. 

Business Cycles and Fluctuations 

Beattie, J. R. Some aspects of the problem of full employment. Canadian Jour. Econ. 
and Pol. Sci., Aug., 1944. Pp. 15. 

Bennion, E. G. Is unemployment chronic? Harvard Bus. Rev., Autumn, 1944. Pp. 14. 

Bevertpce, Sir W. The government’s employment policy. Econ. Jour., June-Sept., 1944. 
Pp. 16. 

Camncross, A. K. League of Nations studies of transition problems. Econ. Jour., June- 
Sept., 1944. Pp. 4. 

Corns, M. Employment and post-war problems. Banking Law Jour., July, 1944. Pp. 6. 

Lacey, K. Commodity stocks and the trade cycle: a reply [to H. Norris]. Economica, 
Aug., 1944. Pp. 3. 

Norris, H. Commodity stocks and the trade cycle: a note. Economica, Aug., 1944. Pp. 2. 

Weio, L. D. H. Regional barometers revised and simplified. Dun’s Rev., Aug., 1944. 
Pp. 3. 

Wovtrnsky, W. S. and Hatast, A. Prospects of permanent full employment. Internat. 
Postwar Prob., Sept., 1944. Pp. 26. 


Employment policy in Great Britain: The Government’s White Paper. Internat. Lab. 
Rev., Aug., 1944. Pp. 16. 


Public Finance; Fiscal Policy; Taxation 


Assott, C. C. Administration of fiscal policy. Harvard Bus. Rev., Autumn, 1944. Pp. 19. 

Fanty, J. E. “Relief” provisions in the Revenue Act of 1943. Yale Law Jour., June, 
1944. Pp. 35. 

Gotus, R. N. The postwar tax structure—a discussion of four leading plans. Jour. Ac- 

ntancy, Oct., 1944, Pp. 11. 

Gora, M. H. The réle of the excess profits tax in modifying capitalism. Indian Jour. 
Econ., Apr., 1944. Pp. 8. 

HELLersTEIN, J. R. Excess profits tax relief for the electric utilities under Sec. 722 of the 
Internal Revenue Code. Jour. Land and Pub. Util. Econ., May, 1944. Pp. 7. 


Mann, F. K. Del pensamiento sociologico actual—la sociologia del impuesto. Rev. Mex. 
de Soc., Vol. V, No. 4. Pp. 12. 
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Metvorn, C. Wartime taxes as a source of postwar funds. Jour. Accountancy, Aug., 1944, 
Pp. 6. 

Rao, T. S. The control of inflation in India. Indian Jour. Econ., Apr., 1944. Pp. 6, 

TrevisANn, E. C. El impuesto a los réditos en la Republica Argentina. Rev. de Ciencias 
Econ., May, 1944. Pp. 16. 

Wricut, D. McC. Interest-free deficit financing: a reply. Quart. Jour. Econ., Aug., 194, 
Pp. 10. 

What are corporate income taxes? A symposium, Jour. Accountancy. Oct., 1944, Pp. 5. 


Money and Banking; Short-Term Credit 


Bioomrietp, A. I. Operations of the American exchange stabilization fund. Rev. Econ. 
Stat., May, 1944. Pp. 19. 

Frencu, W. B. Post-war consumer credit. Banking Law Jour., July, 1944. Pp. 7. 

GotpeNweltser, E. A. Commercial banking after the war. Fed. Res. Bull., Sept., 1944. 
Pp. 2. 

Gopat, M. H. The depositor and bank management. Indian Jour. Econ., Apr., 1944, 
Pp. 7. 

Gupta, S. S. Banking reform. Indian Jour. Econ., Apr., 1944. Pp. 7. 

Martinez Ostos, R. Algunos aspectos de la politica monetaria del Banco de México. E) 
Trimestre Econ., Vol. XI, No. 2. Pp. 21. 

MatHerty, W. J. The regulation of consumer credit. So. Econ. Jour., July, 1944. Pp. 11. 

McKenzie, W. M. Controlling bank costs. N.A.C.A. Bull., Sept. 15, 1944. Pp. 15. 

Mott, B. Teorialdgica de la moneda, El Trimestre Econ. Vol. X, No. 2. Pp. 24. 

MonTEALEGRE, E, Tendencias inflacionistas en América Latina y posibles instrumentos de 
control. El Trimestre Econ., Vol. XI, No. 1. Pp. 15. 

Nreto Arteta, L. E. Los valores, los precios y la masa monetaria. El Trimestre Econ., 
Vol. XI, No. 1. Pp. 26. 

Pittal, V. R. Regulation of joint-stock banking in India. Indian Jour. Econ., Apr., 1944 
Pp. 6. 

Prapos ARRATE, J. Un freno a la inflacion. El Trimestre Econ., Vol. XI, No. 1. Pp. 10. 

NapswortH, J. E. The Old Lady [Bank of England] Lives on. Bankers’ Mag., Aug., 
1944. Pp. 11. 

Wuate, P. B. A retrospective view of the Bank Charter Act of 1844. Economica, Aug., 
1944. Pp. 3. 

Wuitttesey, C. R. Reserve requirements and the integration of credit policies. Quart. 
Jour. Econ., Aug., 1944. Pp. 18. 

War finance and banking. Fed. Res. Bull., Aug., 1944. Pp. 9. 


International Trade, Finance and Economic Policy 


Atten, R. G. D. International programming of the distribution of resources: a sym- 
posium. II. Statistics and combined planning. Jour. Am. Stat. Assoc., Sept., 1944. Pp. 5 

Batocn, T. League of Nations on post-war foreign trade problems. Econ. Jour., June- 
Sept., 1944. Pp. 5. 

Buoywant, B. N. Post-war implications of India sterling credits. Indian Jour. Econ., 
July, 1944. Pp. 14. 

Brack, J. D. and Tson, S. S. International commodity arrangements. Quart. Jour. Econ., 
Aug., 1944. Pp. 32. 

Gorpenwetser, E. A. and Bourneur, A. Bretton Woods agreements. Fed. Res. Bull. 
Sept., 1944. Pp. 20. 

Gorvon, R. A. International programming of the distribution of resources: a symposium 
Ill. The Combined Raw Materials Board. Jour. Am. Stat. Assoc., Sept., 1944. Pp. 6. 
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Gupin, E. Economd de produccién primaria y su aspecto internacional. Rev. de Ciencias 
Econ., Apr., 1944. Pp. 12. 

jack, L. B. Amdlisis de los planes britdnico, canadiense, francés y estadounidense. El 

” Trimestre Econ., Vol. X, No. 3. Pp. 25. 

Knox, F. A. Some aspects of Canada’s post-war export problem. Canadian Jour. Econ. 
and Pol. Sci., Aug., 1944. Pp. 16. 

LaLwaNl, K. The future of gold vis-a-vis currency plans. Indian Jour. Econ., July, 1944. 
Pp 9. 

Lapiz, P. O. The new colonial policy of France. For. Affairs. Oct., 1944. Pp. 8. 
ruin, R. H. Abraham Lincoln and the tariff. Am. Hist. Rev., July, 1944. Pp. 21. 

Mirovez, J. El comercio de América en la guerra. El Trimestre Econ., Vol. XI, No. 2. 
Pp. 26. 

Menta, Sir C. L. B. Planning and reconstruction. Indian Jour. Econ., July, 1944. Pp. 6. 

wn, E. V. The joint statements by experts on the establishment of an international 

monetary fund. Economica, Aug., 1944. Pp. 7. 

Neisser, H. P. The problem of reparations. Internat. Postwar Prob., Sept., 1944. Pp. 6. 

PopuvaL, R. N. War-time control of foreign exchanges in India. Indian Jour. Econ., 
Apr., 1944. Pp. 5. 


PrepiscH, R. Observaciones sobre los planes monetarios internacionales. El Trimestre 
Econ., Vol. XI, No. 2. Pp. 24. 
Prince, C. Legal and economic factors affecting Soviet Russia’s Foreign Policy. I. Am. 


Pol. Sci. Rev., Aug., 1944. Pp. 14. 

oe Roover, R. What is dry exchange? A contribution to the study of English mercan- 

m. Jour. Pol. Econ., Sept., 1944. Pp. 17. 

v, E. Relief and rehabilitation in China. Far East Survey. Oct. 4, 1944. Pp. 3. 

p, W. L. Toward an international economic program. Dun’s Rev., Aug., 1944. Pp. 3. 

IroumwI, V. L. Los projectos monetarios de la postguerra. El Trimestre Econ., Vol. X, No. 

Pp. 120. 

Wuu1ams, J. H. International monetary plans: after Bretton Woods. For. Affairs, Oct., 
. Pp. 19. 


p. 


Business Finance; Insurance; Investments; Securities Markets 
Dirks, F. C. Financial liquidity of manufacturers, 1935-1944. Dun’s Rev., Aug., 1944. 
i, E. S. Budgetary and financial policies for industrial corporations. N.A.C.A. 
Aug. 15, 1944. Pp. 13. 


Kercuum, M. D. The financial problem of small business. II. Jour. Bus., Univ. of Chi- 
cago, July, 1944. Pp. 22. 


Public Control of Business; Public Administraticn; 
National Defense and War 


Avencar, S. K. Economic control in India during the war. Indian Jour. Econ., Apr., 1944. 


Baey, G. D. Cost phases of war contract termination. N.A.C.A. Bull., Aug. 1, 1944. 
Pp. 20 

Ban, W. L. International programming of the distribution of resources: a symposium. I. 
The problem of combined planning. Jour. Am. Stat. Assoc., Sept., 1944. Pp. 5. 

Bavarp, C. C. The defective United States retail price structure. So. Econ. Jour., July, 
1944, Pp, 19. 

BrapEN, V. W. The Combines Investigation Commission and post-war reconstruction. 
Canadian Jour. Econ. and Pol. Sci., Aug., 1944. Pp. 12. 
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Bose, S. R. Price policy in wartime. Indian Jour. Econ., Apr., 1944. Pp. 14. 

Downtg, R. C. General termination problen:. N.A.C.A. Bull., Aug. 1, 1944. Pp. 24. 

Down1no, R. I. The costs and achievements of price stabilization. Econ. Rec., June, 1944 

Howe.t, H. E. Predetermination of termination settlements. Jour. Accountancy, Oct. 
1944. Pp. 7. 

Parkin, N. C. Development of war contract renegotiation and termination relationships. 
Jour. Accountancy. Aug., 1944. Pp. 20. 

Quresul, A. I. Control of prices. Indian Jour. Econ., Apr., 1944. Pp. 9. 

Ram, V. S. Price control in the U.P. Indian Jour. Econ., Apr., 1944. Pp. 10. 

Rao, K. V. Economics of price control. Indian Jour. Econ., Apr., 1944. Pp. 8. 

Row, B. G. Some aspects of economic control in India during the war. Indian Jour 
Econ., Apr., 1944. Pp. 9. 

SHarer, H. M. Principles of the emerging science of democratic administration. Advanced 
Manag., July-Sept., 1944. Pp. 5. 

SHEPHERD, G. Changing emphasis in agricultural price control programs. Jour. Farm 
Econ., Aug., 1944. Pp. 27. 

STeaDMAN, C. W. A further legal inquiry into renegotiation: I. Michigan Law Rev., Aug, 
1944. Pp. 58. 

THompson, L. Guam: study in military government. Far East. Survey, Aug. 6, 1944 
Pp. 6. 

Trak, V. R. K. Some aspects of price control in India. Indian Jour. Econ., Apr., 1944. 
Pp. 7. 

Utian, S. A. Need for war-time control of food stuffs in India. Indian Jour. Econ, 
Apr., 1944. Pp. 18. 

Wacker, E. R. War-time economic controls. Quart. Jour. Econ., Aug., 1944. Pp. 18. 

ZunkorF, S. S. Monopoly versus competition: significant trends in patent, anti-trust and 
unfair competition suits. Yale Law Jour., June, 1944. Pp. 39. 


Treatment of terminated war contracts in financial statements: a statement by the Re- 
‘search Dept. of the American Institute of Accountants. Jour. Accountancy, Oct., 1944. 
Pp. 6. 


Industrial Organization; Price and Production Policies; Business Methods 


Anverson, C. A. Sociological elements in economic restrictionism. Am. Soc. Rev., Aug., 
1944. Pp. 14. 

Puiturs, J A. Accounting problems of the small business. Jour. Accountancy. Sept., 
1944. Pp. 6. 


Mining; Manufacturing; Construction 


Moore, G. H. Industrial materials production, World Wars I and II. Jour. Am. Stat 
Assoc., Sept., 1944. Pp. 10. 


Pratt, W. E. The earth’s petroleum resources. Jour. Bus., Univ. of Chicago, July, 1944 
Pp. 17. 


Transportation; Communication; Public Utilities 
Corsert, A. R., Bonsricut, J. C., and Reapy, L. S. The NARUC depreciation report: @ 
symposium, Jour. Land and Pub. Util. Econ., May, 1944. Pp. 17. 
Currie, A. W. Rate control of public utilities in British Columbia. Canadian Jour. Econ. 
and Pol. Sci., Aug., 1944. Pp. 10. 
Dittarp, D. Big inch pipe line and the monopoly competition in the petroleum industry. 
Jour. Land and Pub. Util. Econ., May, 1944. Pp. 14. 
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Fernanno S., A. “La tarifa por el costo” y la enusién de obligaciones—un problema de 
la Corporacién de Transportes de la ciudad de Buenos Aires. Rev. de Ciencias Econ., 
May, 1944. Pp. 10. 

Honsan, R. V. Railroad transit privileges. Jour. Bus., Univ. of Chicago, July, 1944, Pt. 
II. Pp. 104. 

RamaNADHAM, V. V. War and road transport. Indian Jour. Econ., Apr., 1944. Pp. 9. 

RuccLes, C. O. Electric power in industry and agriculture. Harvard Bus. Rev., Autumn, 

1944, Pp. 20. 


Agriculture; Forestry; Fisheries 


Brack, J. D. and MacDonanp, A. Cost of living on farms and prices paid by farmers. 
Am. Stat. Assoc., Sept., 1944. Pp. 10. 
H. and Bere, M. Food front in Australia. Am. Pol. Sci. Rev., Aug., 1944. Pp. 9. 
uoaAr, C. H. A post-war program for American agriculture. Jour. Farm Econ., Aug., 
1. Pp. 14. 
on, R. W. A philosophy of agricultural adjustment with particular reference to 
e Southeast. Jour. Farm Econ., Aug., 1944. Pp. 13. 
E. O. Changes in income distribution in agriculture with special reference to tech- 
gical progress. Jour. Farm Econ., Aug., 1944. Pp. 13. 
woricks, W. A. The relative efficiencies of groups of farms as sampling units. Jour. 
Am. Stat. Assoc., Sept., 1944. Pp. 11. 
Hurrsurt, V. L. Some aspects of administrative pricing as related to land economics 
research, Jour. Land and Pub. Util. Econ., May, 1944. Pp. 10. 
Jounson, O. R. The family farm. Jour. Farm Econ., Aug., 1944. Pp. 20. 
ze, A. T. M. The problem of post-war land settlement and agricultural production. 
Jour. Farm Econ., Aug., 1944, Pp. 15. 
Peiiiza, O. L. Politica econdmica de la pesca argentina. Rev. de Ciencias Econ., Apr., 
1944. Pp. 14. 
op tA PeNa, M. T. La agricultura y los técuicos. Invest. Econ., Vol, III, No. 4. Pp. 18. 
Scuuttz, T. W. Two conditions necessary for economic progress in agriculture. Canadian 
Jour. Econ. and Pol. Sci., Aug., 1944. Pp. 14. 


Economic Geography; Regional Planning; Urban Land; Housing 


Horven, A. C. The technique of urban redevelopment. Pt. 1: Individual vs. group in- 
terests in real property. Jour. Land and Pub. Util. Econ., May, 1944. Pp. 16. 

Jonansson, A. Swedish housing policy in wartime. Internat. Lab. Rev., Sept., 1944. Pp. 16. 

Ratciirr, R. U. A land economist looks at city planning. Jour. Land and Pub. Util. Econ., 
May, 1944. Pp. x 

Tove, R. and Rostson, S. M. Post-war planning for Yorkville. IV: Toward post-war 
housing. Jour. Land and Pub. Util. Econ., May, 1944. Pp. 6. 


Labor and Industrial Relations 


vcHIN, D. C. Common wage stabilization violations, their avoidance and correction. 
Jour. Accountancy, Oct., 1944. Pp. 17. 
RAUNTHAL, A. The Philadelphia conference of the International Labor Organization. 
nternat. Postwar Prob., Sept., 1944. Pp. 13. 
SPONTIN, L. A. Instituciones inglesas del trabajo—actuales y de post-guerra. Rev. de 
lencias Econ., May, 1944. Pp. 20. 
T. K. Factory inspection in China. Internat. Lab. Rev., Sept., 1944. Pp. 16. 
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Doss, M. H. The International Labour Conference. Econ. Jour., June-Sept., 1944, Pp. 4. 

Forsey, E. Canadian labor and postwar reconsiruction. Internat. Postwar Prob., Sept., 
1944. Pp. 9. 

Haser, W. Manpower and employment problems in transition from war to peace. Rey. 
Econ. Stat., May, 1944. Pp. 12. 

JAsz1, O. Labor’s stake in the organization of the postwar world. Internat. Postwar Prob, 
Sept., 1944. Pp. 33. 

MacKenzie, D. Wage incentives. Advanced Manag., July-Sept., 1944. Pp. 7. 

McFartanp, R. A. Physically handicapped workers. Harvard Bus. Rev., Autumn, 1944. 
Pp. 31. 

Mettet, G. Managerial adjustments to labor law: an outline and bibliography. Jour. 
Bus., Univ. of Chicago, July, 1944. Pp. 18. 

Postete T., M. El trabajo como deber social. Rev. Mex. de Soc., Vol. V, No. 2. Pp. 11. 

Qapir, M. A. Industrial disputes during wartime and their settlement. Indian Jour. Econ., 
Apr., 1944. Pp. 6. 

bE Qroréz, J. B. El contenido laboral en los Cédigos Negros Americanos. Rev. Mex. de 
Soc., Vol. V, No. 4. Pp. 38. 

Stmpson, S. Constitutional development of the I.L.0. as affected by the recent Inter- 
national Labor Conference. Am. Pol. Sci. Rev., Aug., 1944. Pp. 7, 

SticuTter, S. H. Wanted: a national labor policy for industry and labor. Advanced 
Manag., July-Sept., 1944. Pp. 5. 

SmitH, R. J. Fuller annual employment of farm labor. Jour. Farm Econ., Aug., 1944 
Pp. 15. 

Stone, J. R. N. Employment in U. S. manufacturing. Econ. Jour., June-Sept., 1944. 
Pp. 6. 

Weaver, R. C. The employment of Negroes in United States war industries. Internat. 
Lab. Rev., Aug., 1944. Pp. 19. 

—. Recent events in Negro union relationships. Jour. Pol. Econ., Sept., 1944. Pp. 16 

Allocation of manpower in Canada. Lab. Gazette, July, 1944. Pp. 6. 

Canadian vocational training. Lab. Gazette, July, 1944. Pp. 6. 

Collective bargaining in the airplane industry. Mo. Lab. Rev., Aug., 1944. Pp. 16. 

The effects of general mobilisation on the employment of women in Germany. Internat. 
Lab. Rev., Sept., 1944. Pp. 17. 

Executive ordzy 9240 in relation to wage stabilization. Mo. Lab. Rev., Aug., 1944. Pp. 10. 

Foremen’s unions. Advanced Manag., July-Sept., 1944. Pp. 8. 

Intercity variations in wage levels. Mo. Lab. Rev., Aug., 1944. Pp. 14. 

Labor conditions in British Malaya. Mo. Lab. Rev., Aug., 1944. Pp. 24. 

Labor conditions in Norway. Mo. Lab. Rev., Sept., 1944. Pp. 19. 

Labour legislation in Ontario and Saskatchewan in 1944. Lab. Gazette, July, 1944. Pp. 12. 

Seniority in the automobile industry. Mo. Lab. Rev., Sept., 1944. Pp. 12. 

Sources of wartime labor supply in the United States. Mo. Lab. Rev., Aug., 1944. Pp. 15. 


Social Insurance; Relief; Pensions; Public Welfare 


Ancers, F. A. French Canada and social security. Canadian Jour. Econ. and Pol. Sci, 
Aug., 1944. Pp. 10. 

FREUNDLICH, E. Social security for housewives. Internat. Lab, Rev., Aug., 1944. Pp. 9. 

Macnus, E. Social insurance in Nazi-controlled countries. Pol. Sci. Quart., Sept., 1944 
Pp. 36. 
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Mrvcarro y SAN Martin, J. El seguro social (Continuacién). Investig. Economica, Vol. 
III, No. 4. Pp. 9. 

MortisHeD, R. J. P. Developments in welfare work for British seamen. Internat. Lab. 
Rev., Sept., 1944. Pp. 19. 

TovcueT, R. E. The “why” survey of the Bureau of Old-Age and Survivors Insurance 
Social Security Board, Advanced Manag., July-Sept., 1944. Pp. 7. 

jystralia’s health programme. Internat. Lab. Rev., Aug., 1944, Pp. 8. 

Danish social policy in wartime. Internat. Lab. Rev., Aug., 1944. Pp. 12. 


Consumption; Income Distribution; Codperation 


Dacey, W. M. The 1944 White Paper on national income and expenditure, Econ. Jour., 
June-Sept., 1944. Pp. 12. 


Furcner, G. S. Life insurance savings of American families. Rev. Econ. Stat., May, 1944. 


MenDELSOHN, R. Rents and incomes. Econ. Rec., June, 1944. Pp. 3. 
European codperatives and their possibilities for post-war reconstruction. Mo. Lab. Rev., 
Aug., 1944. Pp. 23. 


Population; Migration; Vital Statistics 
Karmet, P. H. Fertility and marriages—Australia, 1933-42. Econ. Rec., June, 1944. Pp. 7. 
SpencLeR, J. J. Pareto on population. I. Quart. Jour. Econ., Aug., 1944. Pp. 31. 


Younce, E. R. Population movements and the assimilation of alien groups in Canada. 
Canadian Jour. Econ. and Pol. Sci., Aug., 1944. Pp. 9. 
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NOTES 


FIFTY-SEVENTH ANNUAL MEETING OF THE 
AMERICAN ECONOMIC ASSOCIATION 


As announced in the September number of the American Economic Review, the Ameii- 
can Economic Association will meet in Washington, D.C., February 1-4, 1945, jointly 
with the American Political Science Association and the American Society for Public 
Administration. Transportation conditions will narrowly limit the attendance from out- 
side the national capital. Nevertheless, the membership temporarily and permanently resi- 
dent there gives assurance of a representative gathering. The annual business meeting, sched- 
uled to be held at 5 p.m. on Friday, February 2, will have several features of special interest. 

Headquarters of the three associations will be at the Hotel Statler, where a limited 
number of rooms have been reserved for the period of the meetings. Most sessions will 
be held at the hotel; others will be held at the Department of Commerce Building and 
elsewhere. The Joint Committee on Local Arrangements consists of John Donaldson of 
George Washington University, Milton Gilbert of the Bureau of Foreign and Domestic 
Commerce, and representatives of the other two associations. 

The joint program will deal mainly with Selected Problems of the Postwar World, 
with some reference to the war-peace transition and with special attention to issues of 
policy. It has been arranged by J. S. Davis (AEA), J. W. Fesler (APSA), and G. L. 
Belsley (ASPA), with the invaluable aid of a number of organizers of section meetings 
and the helpful advice of many members of the codperating associations. As usual, it has 
proved regrettably impossible to utilize all the valuable suggestions for sessions and papers 

“Social Scientists in the Post-war World” will be the general subject of addresses at 
the joint opening session on Thursday, February 1, at 8 p.m. The Executive Committee 
and some others will meet earlier on that day. Luncheon meetings will be held on Friday 
and Saturday at 12:30 p.m. The three presidential addresses will be delivered at a joint 
session on Saturday, February 3, at 8 P.M. 

Friday evening, and mornings and afternoons from Friday through Sunday, will be 
given over to section meetings. A semi-final schedule of the sections is given below, with 
names of chairmen. Fuller details are given for most of the sections in which the par- 
ticipation of the AEA will be dominant or substantial. When this issue went to press, 
some gaps remained to be filled, especially in the lists of discussants. The final program 
will be available at the time of registration. 


Friday morning, February 2 


SOCIAL SCIENTISTS AND THE PUBLIC SERVICE 
Chairman: Kenneth O. Warner, Foreign Economic Administration 
Participants: Frederick M. Davenport, Council for Personnel Administration 
John J. Carson, Social Security Board 
Lloyd M. Short, University of Minnesota 
Morris A. Copeland, War Production Board 
Isador Lubin, Executive Office of the President 


LATIN AMERICA IN THE POST-WAR PERIOD 
Chairman: Russell H. Fitzgibbon, Office of the Codrdinator of Inter-American Affairs 
“Latin America’s Part and Problems in International Organization,” Arthur P. 
Whitaker, University of Pennsylvania 

“The Brazilian Program of Administrative Reform,” Henry Reining, Jr., National In- 
stitute of Public Affairs 

“Why Should the United States Encourage Economic Development in the Other Ameri- 
can Republics?” Frank A. Waring, Office of the Codrdinator of Inter-American 


Affairs 
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NOTES 


Discussion: Frank Tannenbaum, Columbia University 
George Wythe, Bureau of Foreign and Domestic Commerce 
Dana G. Munro, School of Public and International Affairs, Princeton 
University 
Louis Brownlow, Public Administration Clearing House 
Sherman Shepherd, Bureau of the Budget 


JAPANESE GOVERNMENT IN THE POST-WAR PERIOD 
Chairman: Lt. Com. William H. McGovern, United States Navy, Office of Strategic 
Services 
CONSUMPTION ECONOMICS 
Chairman: Edwin G, Nourse, Brookings Institution 
“The Place of Consumption Concepts in Economic Theory,” Kenneth E. Boulding, 
Iowa State College 
“Lessons from Wartime Consumption Experience,’ James P. Cavin, Bureau of Agri- 
cultural Economics 
“Consumption as a Factor in Post-war Employment,’ James J. O’Leary, Wesleyan 
University 
Discussion: S. M. Livingston, Department of Commerce, and others 


Friday afternoon, February 2 


EXPANDING CIVILIAN PRODUCTION AND EMPLOYMENT IN THE TRANSITION FROM WAR TO 
PEACE 
In charge of: T. O. Yntema, Committee for Economic Development 
Participants: Arthur R. Upgren, Federal Reserve Bank of Minneapolis 
Paul G. Hoffman, Studebaker Corporation and Committee for Economic 
Development 
Speaker to be announced 
Discussion: To be arranged 


NATURAL RESOURCES AND INTERNATIONAL POLICY 
Chairman: A. Loveday, League of Nations, Princeton 
“Prophecies of Scarcity and Exhaustion,” Harold F. Williamson, Yale University 
“International Policy on Renewable Natural Resources,” E. I. Kotok, U.S. Forest Service 
“Forest Products in a World Economy,” Egon Glesinger, Comité International du Bois 
Discussion: John Ise, University of Kansas 
Eugene Staley, Foreign Service Educational Foundation, and others 


GERMAN GOVERNMENT IN THE POST-WAR PERIOD 
Chairman: Roger H. Wells, Swarthmore College 
Participants: James K. Pollock, University of Michigan 
John Brown Mason, Department of State 
Maxine Y. Sweezy, American Association of University Women 
Fritz Morstein Marx, Bureau of the Budget 


INTERDEPARTMENTAL COURSES IN THE SOCIAL SCIENCES 
Chairman: A. B. Wolfe, Ohio State University 
“The Social Science Course at the University of Chicago,’ Maynard C. Krueger, Univer- 
sity of Chicago 
“The Contemporary Civilization Course at Columbia,” Louis M. Hacker, Columbia 
University 
Discussion: Benjamin F, Wright, Harvard University 
Morris A. Copeland, War Production Board 


THE REORGANIZATION OF CONGRESS 
In charge of: George B. Galloway, Commission on the Organization of Congress and 
Twentieth Century Fund 
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Friday evening, February 2 
PRICE CONTROL AND RATIONING IN THE WAR-PEACE TRANSITION 
Chairman: Donald H. Wallace, Office of Price Administration 
“Problems, Objectives, and General Principles,” J. M. Clark, Columbia University 
“Policy Implications of Political and Administrative Aspects,” Merle Fainsod, Harvard 
University 
“Economic Policy,” Clair Wilcox, Swarthmore College 
Discussion: Elmer Staats, Bureau of the Budget 
Harvey Mansfield, Office of Price Administration 


ORGANIZED LABOR AND THE PUBLIC INTEREST 
Chairman: Hon. Wayne L. Morse, U. S. Senate 
“The Responsibility of Organized Labor for Employment,” Sumner H. Slichter, Harvard 
University 
“The Public Interest in the Terms of Collective Bargains,” Robert M. C. Littler, San 
Francisco 
Discussion: Fritz Machlup, University of Buffalo 
W. M. Leiserson, Johns Hopkins University 
James J. Robbins, American University 
AVIATION IN THE POST-WAR WORLD 
Chairman: Claude E. Puffer, University of Buffalo 
“The Economic Outlook for Air Transportation,” Lewis C. Sorrell, Air Transport Associa- 
tion of America 
“The Elements of Workable Competition in Air Transportation,” Kent T. Healy, Yale 
University 
“Problems of International Organization of Aviation,” Speaker to be announced 
Discussion: Paul T. David, Bureau of the Budget 
Escott Reid, Canadian Embassy 
INTERNATIONAL ORGANIZATION FOR THE MAINTENANCE OF PEACE 
Chairman: Grayson L. Kirk, Columbia University 


THE 1944 ELECTION 
Chairman: Harold D. Lasswell, Library of Congress 


Saturday morning, February 3 


INTERNATIONAL MONETARY AND CREDIT ARRANGEMENTS 


Chairman: Robert B. Warren, Institute for Advanced Study 
“Capital Requirements and the Proposed International Financial Agencies,” Imrie de 
Vegh, New York City 
“The Commercial Policy Implications of the Fund and Bank,” Louis Rasminsky, Ca- 
nadian Foreign Exchange Control Board 
“The Future International Position of the United States as Affected by Bank and Fund,” 
Walter Gardner, Board of Governors of the Federal Reserve System 
Discussion: Henry C. Simons, University of Chicago 
Alice Bourneuf, Board of Governors of the Federal Reserve System 
Ragnar Nurkse, League of Nations, Princeton 


AGRICULTURAL PRICE SUPPORTS AND THEIR CONSEQUENCES 
In charge of committee headed by: Elmer J. Working, University of Illinois 
THE HUMAN PROBLEM IN THE WAR-PEACE TRANSITION 
Chairman: Geoffrey May, Bureau of the Budget 
POLITICAL RECONSTRUCTION IN FRANCE 
In charge of: Walter Sharp, College of the City of New York 
POLITICAL SCIENCE RESEARCH IN THE POST-WAR PERIOD 
In charge of: William Anderson, University of Minnesota 
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Saturday afternoon, February 3 


CITIZENS’ ATTITUDES TOWARD POLITICIANS AND BUREAUCRATS 
Chairman: William Murra, Civic Education Service 


FISCAL PROBLEMS OF TRANSITION AND PEACE 


Chairman: Lawrence H. Seltzer, Wayne University 
“Post-war Federal Expenditures and Their Implications for Tax Policy,” W. L. Crum, 
Harvard University 
“Wartime Financial Accumulations in Post-war Policy,” Albert G. Hart, Committee for 
Economic Development 
Outline of a Proper Post-war Fiscal Policy,’ Speaker to be announced 
Discussion: Arthur R, Upgren, Federal Reserve Bank of Minneapolis 
yard Richard V. Gilbert, Office of Price Administration 
Gerhard Colm, Bureau of the Budget 
San Roy Blough, Treasury Department 


PROBLEMS OF REGIONALISM IN THE UNITED STATES 


Chairman: Robert D. Calkins, Columbia University 

“Regionalism: A Tool for Economic Administration,” John V. Van Sickle, Vanderbilt Uni- 
versity 

Regionalism—Political Implement,” Leon Wolcott, Foreign Economic Administration 

“Trends in Conflict with Regionalism,” Walter M. Kollmorgen, Bureau of Agricultural 
Economics 

Vale Discussion: To be arranged 


cla~ 


THE POLITICAL ECONOMY OF INTERNATIONAL CARTELS 


Chairman: Myron W. Watkins, New York University 
“Possibilities in the Organization of International Raw-Material Cartels,” W. Y. Elliott, 
Var Production Board 
“The Economics of International Commodity Haute Politique,’ Theodore J. Kreps, 
Stanford University 
Title to be announced, Robert A. Brady, University of California 
Discussion: Ervin Hexner, University of North Carolina 
Edward S. Mason, Office of Strategic Services 
Howard J. McMurray, Milwaukee, Wisconsin 
Walter S. Tower, American Iron and Steel Institute 
Robert M. Weidenhammer, Bureau of Foreign and Domestic Commerce 


» de FOOD AND AGRICULTURE: OUTLOOK AND POLICY 
Chairman: John D. Black, Harvard University 
Ca- “In the War-Peace Transition,” F. F. Elliott, Bureau of Agricultural Economics 
: “In the Longer Run,” J. B. Canning, Stanford University 
nd, Discussion: Harold B, Rowe, Foreign Economic Administration 
P. Lamartine Yates, British Embassy, and others 


Sunday morning, February 4 


THE SOVIET UNION IN THE POST-WAR WORLD 


Chairman: Mortimer Graves, American Council of Learned Societies 
“Soviet Commercial Policy,” Ernest C. Ropes, Bureau of Foreign and Domestic Com- 
merce 
“Soviet Foreign Policy in Europe,” Oscar Lange, University of Chicago 
“Soviet Internal Policy,” John N. Hazard, Foreign Economic Administration 
Discussion: W. Chapin Huntington, American Council of Learned Societies 
Vera Micheles Dean, Foreign Policy Association 
Charles Prince, Federal Communications Commission 
Lt. Col. W. McC. Martin, President’s Soviet Protocol Committee 
Brownson Price, Office of War Information 
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THE SUPREME COURT DURING AND AFTER THE WAR 
Chairman: Robert K. Carr, Dartmouth College 


FUNCTIONAL REPRESENTATION IN POLICY FORMATION AND ADMINISTRATION 
Chairman: Arthur W. Macmahon, Department of State 


URBAN REDEVELOPMENT 
Chairman: Herbert Emmerich, Public Administration Clearing House 


Sunday afternoon, February 4 


THE FUNCTION OF GOVERNMENT IN THE AMERICAN POST-WAR ECONOMY 
In charge of committee headed by: James W. Bell, Northwestern University 


THE ROLE OF THE STATES IN THE POST-WAR PERIOD 
Chairman: Patterson H. French, Office of Price Administration 


POST-WAR CONTROL OF INTERNATIONAL COMMUNICATIONS 
Chairman: Robert D. Leigh, Commission on the Freedom of the Press 


ORGANIZATION AND COORDINATION OF INTERNATIONAL SOCIAL AND ECONOMIC AGENCIES 
Chairman: Benjamin Gerig, Department of State 


The following persons have recently become members of the American Economic 
ASSOCIATION : 


Alexander, S. S., 1913 N. Rhodes St., Arlington, Va. 

Alter, G. M., 1530 16th St. N.W., Washington 6, D.C. 

Bachelor, R. W., American Bankers Association, 22 E. 40th St., New York 16, N.Y. 

Barrett, J. L., 344 E. 48th St., New York 17, N.Y. 

Beisel, A. R., Jr., 5051 New Hampshire Ave. N.W., Washington 11, D.C. 

Bernstein, Mrs. S. P., 950 25th St. N.W., Washington 7, D.C. 

Berolzheimer, H., 2729 Garrison St., Evanston, IIl. 

Brannon, G. M., 3612 Ingomar Pl., Washington 15, D.C. 

Brodinsky, J. E., 1100 First National Bank Bldg., Pittsburgh, Pa. 

Brown, E. T., Wolcott, N.Y. 

Brown, Mrs. H. H., 2601 16th St. N.W., Washington 9, D.C. 

Cazell, G. F., 481 Marlborough Rd., Brooklyn, N.Y. 

Dickens, A. E., 20 N. Wacker Dr., Room 1470, Chicago 6, Il. 

Dobrovolsky, S. P., National Bureau of Economic Research, 254th St. and Independence 
Ave., New York 63, N.Y. 

de Larrea, J. L., Paeo de la Reforma No. 157 Dep. 302, Mexico, D.F. 

Ely, Mrs. R. T., Brockway Rd., R. 2, Old Lyme, Conn. 

Everett, W. E., 385 Park Ave., Collingswood, N.J. 

Forjohn, H. B., 202 Colonial Bldg., Allentown, Pa. 

Gardner, Miss F. A., 2915 Connecticut Ave. N.W., Washington, D.C. 

Gardner, Mrs. F. I., 2185 Bolton St., New York 60, N.Y. 

Glasser, Pvt. I., 42176953, Co. D, 13 Tng. Bn., I.R.T.C., Ft. McClellan, Ala. 

Goldberg, Miss R., 101 W. 80th St., New York, N.Y. 

Gunn, Miss G. T., 1731 20th St. N.W., Washington 9, D.C. 

Hirsch, S. S., 3213 Jocelyn St., N.W., Washington 15, D.C. 

Hodges, E. P., 2222 Que St. N.W., Apt. 53, Washington, D.C. 

Huntley, Pvt. A. G., 39340648, U.S.S. Mercy (AH-8), c/o Fleet Postmaster, San Francisco, 
Calif. 

Jenkins, D. R., 3931 48th St., Long Island City 4, N.Y. 

Jenneman, W. M., c/o Deep Rock Oil Corp., Box 1051, Tulsa 2, Okla. 

Karchere, Lt. A. J., 59 73rd St., Brooklyn, N.Y. 

Koss, T. L., 211 Elm St., Edgewood, Pittsburgh 18, Pa. 

Landman, Dr. J. H., 225 Beach 121st St., Rockaway Park, New York, N.Y. 

Lawrence, G. J., Rochester Chamber of Commerce, Rochester, N.Y. 

Lissner, W., c/o New York Times, Times Sq., New York 18, N.Y. 

Livingston, S. M., Fouracre Farm, Burnt Mills Hills, Silver Spring, Md. 

Loewenstein, Mrs. H. K., 1407 35th St. N.W., Washington, D.C. 

McKenzie, L. W., Jr., 2171 E. 19th St., Brooklyn 29, N.Y. 

McKenzie, Mrs. L. W., Jr., 2171 E. 19th St., Brooklyn 29, N.Y. 

Mickey, Lt. J. F., LST Group 49, c/o Fleet Post Office, New York, N.Y. 
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Montealegre, E., 2929 Connecticut Ave. N.W., Washington, D.C. 

Murray, S. G., University of Toronto, Department of Political Economy, Toronto, 
Can ada. 

Novotny, Miss F. K., 2311 Andrews Ave., New York 53, N.Y. 

Parkin, Lt. N. C., Allies Inn, Washington, D.C. 

Pekelis, A., Graduate Faculty of Political and Social Science, 66 W. 12th St., New York 
11, N.Y. 

Polemis, Z. M., 5649 Dorchester Ave., Chicago 37, Ill. 

Reubens, Mrs. E. P., 4507 S. Capitol St., Washington, D.C. 

Richardson, C. M., 216 Union St., Bennington, Vt. 

Roberts, Lt. M. J., Hq. Communications, Navy No. 117, c/o Fleet Post Office, New 
York, N. 

mith, T. H., Board of Governors, Federal Reserve System, Washington, D.C. 

tehman, Lt. J. H., 2012 N. Monroe St., Arlington, Va. 

Tomasevich, J. 4301 28th Pl., Mt. Rainier, Md. 

Traylor, Sgt. O. F., O-1704226, Hq., USAFIME, AC/S, G-S, Acctg. Br., A.P.O. 787, 

» Postmaster, New York, N.Y. 

Weaver, F., Office of Price Administration, Room 1114, Federal Office Bldg., No. 1, Wash- 
ington 25, D.C. 

Williams, R. S., 3516 Valley Dr., Alexandria, Va. 

Youtsler, J. S., Skidmore College, Saratoga Springs, N.Y. 


Norris A. Brisco of New York University died May 9, 1944. 
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Appointments and Resignations 


John R. Abersold, associate professor of the Wharton School of Finance and Commerce, 
University of Pennsylvania, has served since December, 1943, as chief of the War De- 

partment wage administration agency. 

Ralph S. Alexander has resigned as deputy director of the Wholesale and Retail Trade 
Division, Office of Civilian Requirements, and returned to his teaching duties at the 
Columbia University School of Business. 

Harold B. Baker has resigned his position as assistant professor of economics at Butler 
University to become assistant professor of management in the School of Business at 
Indiana University. 

Joseph A. Batchelor of the department of economics, Indiana University, has been 
promoted from the rank of instructor to that of assistant professor. 

George E. Biggs, member of the Social Security Board, is conducting a course in social 
security in the Graduate School of Social Science, the Catholic University of America, 
during the year 1944-45, 

Roy G. Blakey, who has resumed his position as professor of economics at the Uni- 
versity of Minnesota, has been appointed to serve on a special advisory committee on 
multiple taxation of airlines for the Civil Aeronautics Board. During his year’s leave of 
absence he was tax and research consultant of the Council of State Governments and 
the Federation of Tax Administrators, both with headquarters in Chicago. 

Francis M. Boddy, associate professor of economics at the University of Minnesota and 
now on leave while serving as a Lieutenant in the United States Naval Reserve, has been 
transferred to the A.A.A. Pre-Commissioning School at Seattle. 

William P. Brann has been appointed assistant professor in the Bureau of Research of 
the University of Arkansas. 

Royal J. Briggs, assistant professor at South Dakota State College, after a year and a 
half of duty at sea as Lieutenant in the United States Naval Reserve, has been perma- 
nently assigned as cargo training officer at the Port Director’s Office, New York City. 

Martha Steffy Browne has resigned her position as assistant professor of economics at 
the University of Cincinnati to join the Office of Strategic Services, in Washington. 


J hn A. Bryson has been appointed a part-time instructor in the department of eco- 
nomics at the School of Commerce, Accounts and Finance of New York University. 


Lo uis F, Buckley, formerly head of the department of economics at Notre Dame 


University, is teaching a course in advanced economic theory in the Graduate School of 


Social Science, the Catholic University of America, during the year 1944-45, 
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Eveline M. Burns, consultant on social security for the National Planning Association, 
delivered a series of six lectures at Bryn Mawr College during October and November. 

Raymond T. Bye, professor of economics, Wharton School of Finance and Commerce, 
University of Pennsylvania, is on leave of absence for a year to make a study, financed 
by the Rockefeller Foundation, on “The Price System as a Guide to Social Economy.” 

S. A. Caldwell, professor of economics, has been appointed dean of the Junior Division 
at Louisiana State University. 

Reynold E. Carlson, while stationed at Recife, Brazil, with the Army Air Forces, re. 
cently gave a series of lectures in Portuguese on American economic problems at the 
Faculty of Law, a branch of the Federal University, at Recife. 

Frank T. Carlton has retired as professor of economics and head of the department 
of social studies at the Case School of Applied Science and become professor emeritus in 
residence. 


Harry M. Cassidy has resigned as dean of the School of Social Welfare at the Univer- 
sity of California to become professor of social welfare and director of the School of 
Social Work at the University of Toronto, Until he takes up his duties at Toronto early 
next year he will continue as director of the training program of the United Nations 
Relief and Rehabilitation Administration at its Training Center, located at the University 
of Maryland. 


C. Lawrence Christenson, professor of economics at Indiana University, is on leave 
of absence for the current semester while working at the Department of State and organiz- 
ing a system of price control in Costa Rica. 

John Bell Condliffe recently spent two weeks at Occidental College as a visiting lecturer 
in economics and gave a number of public addresses. 

Ralph E. Conwell of the University of Wyoming is on sabbatical leave for the current 
academic year. 

Samuel H. DeVault of the University of Maryland has been chosen to head the Uni- 
versity’s recently expanded department of agricultural economics and marketing. 

Virgil Dishongh, formerly at Stanford University, has been appointed instructor in 
economics at the University of Buffalo. 

William E. Dunkman is now chief of the Division of Research and Statistics, State of 
New York Banking Department, New York City. 

Cecil L. Dunn has been advanced from instructor to assistant professor and is acting 
chairman of the department of economics and sociology at Occidental College. 

W. R. Dymond has been appointed a lecturer in the department of political economy, 
University of Toronto, for the session 1944-45. 

E. J. Eberling is conducting a seminar at Vanderbilt University in personnel problems 
for managerial staffs, personnel officers and others interested in the problems of recruit- 
ment, placement and training of workers, as well as problems related to group negotiations 
and statutory regulations. 

Alfred Clayton Ellis, formerly of Mississippi State College, has been appointed associate 
professor of rural social economics at Hendrix College. 

Clarence Fackler has been made a part-time instructor in the department of economics, 
School of Commerce, Accounts and Finance of New York University. 

William A. Faught has been appointed instructor in the department of agricultural 
economics of the University of Arkansas. 

Kenneth Field has resigned his position as professor and head of the department of 
economics at the Carnegie Institute of Technology to continue as economist and chief of 
research in industrial relations at the Carnegie-IIlinois Steel Corporation, Pittsburgh. 

Martin R. Gainsbrugh has been appointed part-time instructor in the department of 
economics, School of Commerce, Accounts and Finance at New York University. 

Ernest W. Gibson has accepted a position for the year 1944-45 as assistant professor 
of marketing and general business at Texas Technological College. 
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Gertrude Grodski has been appointed part-time assistant in the department of economics 
t the University of Illinois. 

Bernard F. Haley of the department of economics, Stanford University, in August 
accepted appointment to the position of director of the Office of Economic Affairs of the 
U. S. Department of State, Washington. 

James K. Hall, professor of public finance and public utilities, has resumed his teaching 
at the University of Washington after more than two years’ absence on leave serving in 
various capacities including regional price executive in the Office of Price Administration 
and civilian consultant to the Navy Department, Washington. 

George H. Hand has resigned his position as professor of economics at Ohio Wesleyan 
University to accept the position of professor of economics and chairman of the depart- 
ment of economics at the University of Vermont. 

Mildred Jean Hansen, formerly of Radcliffe College, has been appointed University 
teaching fellow in economics at the University of Washington. 

Morrison Handsaker is on leave from Occidental College for the duration of war and 
is employed in the labor relations section of Lockheed Aircraft Company. 

Otto Harris has accepted an appointment as part-time instructor in the department of 
economics, School of Commerce, Accounts and Finance of New York University. 

William W. Hewett has resigned his position with the Office of Price Administration, 
Washington, to resume his position as head of the department of economics, University 
of Cincinnati. 

James R. Hibbs is head of the Division of Business, Y.M.C.A. Junior College, New 
Haven, Connecticut. 

Howard J. Hilton, Jr., has been appointed divisional assistant in the Division of Com- 
mercial Policy, Department of State. 

John R. Hodges of the University of Texas has been appointed instructor in business 
administration in the College of Business Administration of the University of Arkansas. 

Stella A. Kaplan has been appointed graduate assistant in economics at the University 
f Pittsburgh for the academic year 1944-45, 

Reverend Joseph B. Kenkel, formerly president of St. Joseph College, where he taught 
economics for many years, has become a member of the economics faculty of the Graduate 
School of Social Science, the Catholic University of America. 

Karl Kettering of Central College, Iowa, has joined the economics staff at Indiana 
University for the current year. 

Reverend Brian A. Kirn, Quincy College, has been appointed instructor in economics 
in the Graduate School of Social Science, the Catholic University of America. 

Chuke Ling, formerly instructor in Chiao-Tung University, Chungking, has been ap- 
pointed research associate in the College of Economics and Business at the University 
of Washington. 

H. A. Logan of the department of political economy, University of Toronto, has been 
awarded a Guggenheim Fellowship and granted leave of absence for the session 1944-45. 

Philipp Lohmann has accepted a position as part-time instructor in the department 
of economics of the School of Commerce, Accounts and Finance, New York University. 

William N. Loucks, chairman of the economics department of the Wharton School of 
Finance and Commerce, University of Pennsylvania, continues on a part-time leave of 
absence because of his duties as vice chairman of the Regional War Labor Board, 
Philadelphia. 

J. R. Mahoney, professor of economics and director of the Bureau of Business and 
Economic Research at the University of Utah, attended the summer meeting of the National 
Education Association held in Pittsburgh and has recently returned from Washington, 
where he was chairman of the Committee on Tax Education and School Finance. 

D. G. Marshall, formerly of the University of Wisconsin, has been appointed a lecturer 
in the department of political economy, University of Toronto, for the session 1944-45. 


Robert F. Martin, formerly of the Department of Commerce, is teaching international 
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trade and finance in the Graduate School of Social Science of the Catholic University of 
America during 1944-45. 

Rudolph K. Michels, promoted last January from associate professor to professor of 
economics at Hunter College, in September was elected chairman of the department of 
economics. 

Charles J. Miller has been granted a year’s leave of absence from the College of Ego. 
nomics and Business at the University of Washington to serve as executive secretary 
of the Washington State World Commerce Commission. ‘ 

L. T. Morgan of the department of political economy, University of Toronto, has been 
granted leave of absence for the session 1944-45 in order to join the staff of the Wartime 
Information Board at Ottawa. 

David L. Mosconi of the School of Commerce, Accounts and Finance, New York 
University, has received the Tax Foundation-New York University Fellowship, 


Herbert E. Newman in September resigned from his position with the Office of Price 
Administration and has returned to his former position as assistant professor of economics 
at the University of Delaware. 

William H. Newman, assistant professor of industry, Wharton School of Finance and 
Commerce, University of Pennsylvania, has recently assumed the duties of executive 
officer of Petroleum Administration for War. 

John E, Orchard, special assistant to the Undersecretary of State, has resumed part- 
time teaching at the Columbia University School of Business. 

James Partner, associate in the College of Economics and Business of the University of 
Washington, has resigned. 

David W. Parvin has been promoted to the rank of associate professor in the Depart- 
ment of Agricultural Economics, Mississippi Agricultural Experiment Station, Mississippi 
State College. 

A. J. Penz has been appointed instructor in accounting at Louisiana State University. 

Clyde W. Phelps, head of the department of economics in the University of Chattanooga, 
has been appointed managing editor of the Journal of Marketing, published by the 
American Marketing Association. 

W. C. Plummer, professor of economics, Wharton School of Finance and Commerce, 
University of Pennsylvania, is on leave of absence and is serving as economist with the 
War Manpower Commission, Philadelphia, 

J. Carl Poindexter, associate professor of economics at Louisiana State University, has 
been appointed to assume the duties of S. A. Caldwell, recently made dean of the 
University’s Junior Division. 

C. L. Prather, now a Lieutenant Colonel, has served overseas for a year in the G-5 
Section Hq. ETOUSA-FASHG and is at present with the 12th Army Group as Chief 
Civil Affairs Finance Officer. 

Laurence de Rycke has been appointed instructor in economics at Occidental College, 
and is teaching courses in accounting, money and banking and foreign trade and finance. 


Emerson P. Schmidt, associate professor at the University of Minnesota and now on 
leave of absence, has been appointed director of the economic research department of 
the Chamber of Commerce of the United States. 


Arthur Schweitzer of the University of Wyoming has been appointed acting head of 
the department of economics and sociology. 


Joseph C. Seibert has been promoted to the rank of associate professor of business 
administration at Emory University. 


I. L. Sharfman has returned to the University of Michigan to resume the chairmanship 
of the department of economics after spending a year and a half in Washington and 
other parts of the country as a representative of the government, adjusting labor disputes, 
particularly those involving railroads. 

Joseph Shister, instructor in economics at Cornell University, has recently been dis- 
charged from the Army and is at present engaged on a research project to investigate the 
government and structure of trade unions, sponsored by Johns Hopkins University. 
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Floyd R. Simpson has been reappointed for the year 1944-45 as acting assistant pro- 
fessor in the College of Economics and Business at the University of Washington. 

Elliott D. Smith is on leave from Yale University while he is visiting Falk professor of 
social relations at Carnegie Institute of Technology. 

Hampton K. Snell, on leave of absence from the University of Southern California, has 
been appointed assistant director of research in charge of the public utilities group at 
the Army Industrial College, Office of the Secretary of War. 

Henry W. Spiegel of the Office of Strategic Services and formerly head of the depart- 
ment of economics at Duquesne University, is conducting a course in post-war economic 
problems in the Graduate School of Social Science, the Catholic University of America 
during the year 1944-45. 

William Henry Stead comes to Vanderbilt University on February 1, as chairman of 
the department of business administration and director of the Institute of Research and 
Training in the Social Sciences from the School of Business and Public Administration, 
Washington University, where he is now dean. 

George J. Stigler, professor of economics at the University of Minnesota, who has 
been on leave during the past year and a half while conducting special war research in 
New York City, will resume his teaching with the winter quarter. 

Lynn A. Stiles is employed’ by the Department of Revenue of Illinois as railroad assessor 
and is also lecturing on economics at the Central Y.M.C.A. College in Chicago. 

John D. Sumner, professor of economics at the University of Buffalo, who until recently 
has been with the Office of Price Administration, first as a price executive and later as 
special economic advisor to the deputy administrator for price, is now advisor on economic 
affairs at the American Embassy in Chungking. 

W. Lou Tandy, formerly professor of economics at Western Mayland College, has 
accepted a position as professor of economics and sociology at Lake Erie College. 

George W. Taylor, professor of industry, Wharton School of Finance and Commerce, 
University of Pennsylvania, is on leave while serving as vice chairman of the National 
War Labor Board, Washington. 

Howard M. Teaf, Jr., associate professor of economics at Haverford College, has been 
appointed public board member of the Third Regional War Labor Board, Philadelphia. 

Sylvia L. Thrupp has been granted leave of absence from the University of British 
Columbia and has been appointed a lecturer in the department of political economy, 
University of Toronto, for the session 1944-45. 

Orba F. Traylor of the University of Kentucky has joined the armed forces and was 
commissioned a Lieutenant at Cairo and assigned to the International Division, Accounting 
Branch. He is still aiding the United Nations Relief and Rehabilitation Administration 
as a procedures analyst in off-duty hours on the British shift and teaching review prob- 
lems for Certified Public Accountants and element7ry accounting courses at the Armed Forces 
Institute, Middle East Branch of the American University. 

John V. Van Sickle of Vanderbilt University has been appointed to membership on the 
Advisory Board of the American Enterprise Association, New York City. 

Arthur G. Vieth, Jr., is now assistant professor of social science and philosophy at 
Missouri Valley College. 

Cedric M. Wardall, formerly of the University of Washington, has joined the staff 
of the School of Business Administration at the University of Minnesota as an instructor 
in economics. 

J. Donald Watson, who taught at the School of Business Administration, University 
of Michigan, during the summer of 1944, has been appointed associate professor of eco- 
nomics and business administration in the College of William and Mary at Norfolk. 

Margaret S. Wilson, formerly assistant in sociology at Cornell University, is now in- 
structor in sociology at the University of Maine. 

Ralph Young, professor of economics, Wharton School of Finance and Commerce, Uni- 
versity of Pennsylvania, has been on leave of absence during the past year and continues 
to serve as a member of the staff of the Financial Research Program of the National 
Bureau of Economic Research. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection amon 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made. It is optional with 
those a such announcements to publish name and address or to use a key 
number. 

Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Illinois. 


Vacancies 


No announcements. 


Teachers Available 


Elementary economics, accounting, theory, money and banking, general and applied 
economics; Man, 32, M.S., 1935, Illinois. Three years of experience in bank ac. 
counting department; has temporary appointment teaching accounting in a univer- 
sity, Wishes permanent teaching position, Available in June, 1944. E189 


Theory, finance, public control of business, public utilities, labor, consumption: 
Man, 57, married, A.B., Wisconsin, M.A., Kansas, plus law training. Five years of 
economics and politica! science teaching and research in universities; 6 years of 
public administration and research; 2 years of newspaper editorial work; business 
and civic-commercial organization experience; publications. Desires university or 
college teaching or research position. Available immediately. E190 


Labor economics, principles and theory, public finance, money and banking: Man, 
34, married, Ph.D. Five years of college teaching experience; now teaching in a 
small, state-supported college, but desires professional advancement. Available in 
February or June, 1945. E191 


Economics, personnel administration, statistical research: Man, 33, draft deferred, 
B.A., 1934, M.A., 1936. Two years of teaching economics in large metropolitan 
university; 1 year teaching in night high school; 5 years of personnel work, in- 
cluding interviewing and placement, job analysis, job evaluation, wage and salary 
administration. Both private industry and government employment; experienced in 
research and statistical work. Desires teaching or research position or personnel 
work. Available immediately. E192 


International economics, theory, money and banking, business cycles, elementary 
economics: Man, 31, married, Ph.D., 1941, Columbia. Two years of teaching ex- 
perience; in government service since 1941. Now writing textbook in international 
economics. Wishes permanent teaching position. Available immediately. E193 


Labor problems, transportation, economic history, taxation, consumer economics 
marketing: Man, 30, draft deferred, A.B., 1939, A.M., 1940, completing Ph.D 
dissertation, University of Michigan. Business experience as junior executive; 1!) 
years of experience as acting professor at large Midwestern college and at Southern 
university; now completing second year as head of economics program at Eastern 
college. War Price and Ration Board member. Desires university or college teaching 
position offering professional advancement. Available in June, 1945. E194 


Elementary economics, South American economy, postwar problems, cartels and 
corporations; Doctor of Law and Economics. Author of various books and opinions; 
member and honorary member of scientific societies; lecturing experience in the 
United States and abroad. Desires teaching or research position in or near New 
York or Washington; also part-time or advisory work. E195 
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publications 
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solutions to problems of 
MANAGEMENT and LABOR 


Production Handbook 


Edited by L. P. Alford and John R. Bangs, with 90 Contributing and Con- 
ulting Editors. Comprehensive information, nowhere else available in Hand- 
book form, on the organizing, planning, engineering, and control of the pro- 
duction processes in both large industrial plants and small factories. Reflects 
both new developments and the latest application of long-established prin- 
ciples of effective management. 1676 pp. $7.50 


Simplified Time Study 


By Herbert J. Myers. For every occasion in industry that calls for elaborate 
detailed time study by a professional time study engineer, there are many 
where a supervisor, foreman, shop steward or cost man can take advantage 
of time study for his own purposes. This book is for these men—in fact 
grew directly out of instructions prepared to meet their needs. Anyone can 
follow what is given and get dependable results. 150 pp. $2.50 


The Industrial Supervisor 


By John M. Amiss and Traver C. Sutton. A training guide for improvement 
of skill and leadership. For all supervisors, and for use in any training 
department, but especially prepared to meet the needs of men in the smaller 
shops, who have not the help of organized training guidance. Shows what 
should be included as a minimum in such training, and presents material 
that is definite, and immediately applicable. Can be used for individual study 
and by groups for conference discussion. 240 pp. $3.00 


A January Publication 
Personnel Relations 


By J. E. Walters. Principles and practice today, as determined by labor, 
management and government; together with personnel techniques and pro- 
cedures. The book’s theme is application of all of these in a setting of 
democracy; and realistic understanding of what that implies in solving prac- 
tical problems. The presentation is from active viewpoints of management, 
labor, and government as each group must face and consider these in dealings 
with the others. 550 pp. $4.50 


We invite your request for examination copies 


THE RONALD PRESS COMPANY Publishers 
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ECONOMICA 


ECONOMICA is published quarterly by the London School of Eco- 
nomics and Political Science, in February, May, August, and November, 
and is devoted to research in the field of Economics, Economic Histo 
and Statistics. The Journal is under the direction of an Editorial Board 
composed of Mr. A. M. Carr-Saunders, Dr. F. C. Benham, Professor 
F, A. von Hayek, Professor A. Plant, Professor D. H. Robertson, Pro- 
fessor Lionel Robbins, Mr. P. Barrett Whale, with Mr. F. W. Paish 
as Assistant Editor. 


CONTENTS OF MAY ISSUE, 1944 
A Liquidity Preference Theory of Market Prices 


Finance Capitalism? € 

The Duties of a Banker—II 

The Poverty of Historicism, I K. E. Boulding 

Dr. Rhodes’ Analysis of the Distribution of Single Incomes in the L. M. Lachmann 
United States K. Horsefield 

Comments on Dr. Garvey’s Note arl Popper 


The price of EcoNomicA (New Series) is 55. a number, or 18s. per annum, 
post free. A special rate of 15s. has, however, been authorized in respect 
of Members of the American Economic Association. Subscriptions should 
be sent to the Secretary and Treasurer, American Economic Association, Evanston, 
Illinois, accompanied by a cheque drawn in sterling in favour of ECONOMICA, 
London School of Economics and Political Science. 


Wartime address: The Hostel, Peterhouse, Cambridge, England. 


JOURNAL OF FARM ECONOMICS 


Published by The American Farra Economic Association 
Editor: WARREN C. WAITE 
University of Minnesota University Farm, St. Paul, Minnesota 
Volume XXVI, November 1944, Number 4 


Some of the major articles are: 


The Prospects for European Agriculture ........-...cceececessesees Karl Brandt 
Cartels, Combinations and Public Policy ........ccccccscsccccsvcceces F, B. Garver 
Contributions of Price Policy to Income and Resource Problems ..D. Gale Johnson 
Public Works on Private Land ............ V. Webster Johnson and J. F. Timmons 
Demand for Agricultural Commodities in the Transition .......... John B. Canning 
How Long Does It Take to Pay fora Farm ............ G. A. Pond and W. L. Cavert 
Agricultural Prices Following World War II ......6--.ceeecceeececees O. V. Wells 


This Journal, a quarterly, contains in addition, notes, reviews of books and 
articles, and a list of recent publications and is published in February, May, August, 
November by the American Farm Economic Association. Yearly subscription $5.00. 

Secretary-T reasurer: ASHER HoBson 
Department of Agricultural Economics 
University of Wisconsin, Madison, Wisconsin 
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McGraw-Hill Books of Timely Significance 


PRODUCTION, JOBS AND TAXES 


By Harotp M. Groves, University of Wisconsin. Committee for Economic De- 
velopment Research Study. 116 pages, $1.25 


A concise and penetrating survey of federal tax problems as they affect the encourage- 
ment of business enterprise in creating high levels of production and job opportunities. 


THE LIQUIDATION OF WAR PRODUCTION 


By A. D, H. Kaptan, University of Denver. Committee for Economic Develop- 
ment Research Study. 133 pages. $1.50 


Analyzes the scope and nature of the problems involved in cancelling war production 
contracts, and in disposing of government-owned plants and surpluses. 


ECONOMIC PROBLEMS OF LATIN AMERICA 


Edited, with an Introduction, by S—yMour E. Harris, Harvard University. 463 
pages, $4.00 


An illuminating study in which 17 authorities present as nontechnically as possible the 
economics, economic history, and prospects of Latin American countries. 
GOLD AND THE GOLD STANDARD 
By Epwrn W. Kemmerer, Princeton University. 231 pages, $2.50 


Traces the history of gold, describes the characteristics of the modern gold standard, 
explains how it functions, weighs its merits and defects, and presents a plan for a 
postwar international gold standard. 


WORLD COMMODITIES AND WORLD CURRENCY 
By BenyJAMIN GRAHAM. 182 pages, $2.00 


Gives the student an understanding of the obstacles in the way of balanced expansion 
of the world’s production and outlines techniques for the development of the stock- 
pile principle to stabilize the price level. 


FUNDAMENTALS OF THE THEORY OF STATISTICS 
By James G. Smita and Acueson J. DuncaAN, Princeton University 
Vol. I. Elementary Statistics and Applications. 705 pages, $4.00 


Provides text material for the first-year course in General Statistics. Covers methods 
of summarization and comparison, frequency distribution analysis, the normal curve, 
simple linear and nonlinear correlation, etc. 


Vol. II. Sampling Statistics and Applications. In Press. Ready in January. 


Gives advanced students and research workers a review of basic concepts and defini- 
tions, and discusses the general theory of frequency curves and the theory of random 
sampling, with application to a variety of problems. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 
330 West 42nd Street New York 18, N.Y. 
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THE ANNALS NOVEMBER 1944 
ADOLESCENTS IN WARTIME 
Edited by 
James H. S. Bossarp, Px.D. ELEANOR S. Boi, M.A. 
Professor of Sociology Research Associate 
Director, William T. Carter Foundation William T. Carter Foundation 


University of Pennsylvania 


What is happening to adolescents in this war-conditioned period—in society, in 
home, at work, in recreation? To quote from the editors: 

“During the last World War, little heed was given to the fact that children were 
as much a part of a war world as were the soldiers at the front. Yet, the rise in juvenile 
delinquency then, and the subsequent peacetime “flapper” and gangster generation, 
proved that war had left its mark on the adolescents of that era. 

“. . . This time the child has received the attention he deserves from [child welfare 
experts]; first, as a person living now in a muddied world; second, as a person to be 
developed, during this era, into a constructive peacetime citizen. This volume is at 
once an evidence of, and, it is hoped, a contribution to, such recognition.” 


$2.00 
(Additional copies to members of the Academy, $1.00 each) 


The American Academy of Political and Social Science 
3457 Walnut Street, Philadelphia 4, Pa. 


The SOUTHERN ECONOMIC 
JOURNAL 


A Joint Publication of the Southern Economic Association 
and the University of North Carolina 


Published Quarterly at Chapel Hill, N.C. 


Vol. XI, No. 2 CONTENTS October 1944 
Regional Differentials in Interest Rates ...............00+-00- John S. Henderson 
The International Copper Cartel ... Adelaide Walters 
Economic Contributions of the United States to Civilization ...... Dudley F. Pegrum 
Changing Patterns of Employment in Five Southeastern States 1930-1940 ...... 


Joseph B. Gittler and Roscoe B. Giffin 


Book Reviews, State Reports, etc. 


$3.00 per year—$1.00 single copies 


Address: The SOUTHERN ECONOMIC JOURNAL 
Box 389, Chapel Hill, N.C. 
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WAR 


NEEDS 
THE WIRES 
THIS CHRISTMAS 


Please help keep LONG DISTANCE 


circuits clear for necessary calls on 


December 24, 25 and 20. 


BELL TELEPHONE SYSTEM (4) 


| 


THE JOURNAL OF 
POLITICAL ECONOMY 


Edited by JAcoB VINER and F, H. KNIGHT 


Department of Economics, The University of Chicago 


The December, 1944, and later issues will contain: 


SHIPPING IN THE IMMEDIATE POSTWAR YEARS ...... By William Diebold, Jr. 
THE FIXING OF FOREIGN EXCHANGE RATES .......... By Frank M. Tamagna 
DEAREIEM ADMD ins By Abba P. Lerner 
Parcs BEARING Wt A By A. B. Wolfe 


FOUNDED IN 1892. Published quarterly: March, June, September, December. 
Subscription $3.50 per year. Canadian postage, 16 cents; foreign postage, 40 
cents. Single copy, $1.00. 


The University of Chicago Press + 5750 Ellis Ave., Chicago 37, Iil. 


ECONOMETRICA 


Journal of the Econometric Society 


Contents of Supplement, Vol. 12, July, 1944, 118 pages: 
THE PROBABILITY APPROACH IN ECONOMETRICS 


By TryGvE HAAVELMO 


This monograph offers a theoreticai foundation for the analysis of interrela- 
tions among economic variables on the basis of modern theory of probability and 
statistical inference. It shows how to bridge the gap between economic theories 
involving exact functional relationships and the empirical statistical data available. 


Copies of this supplement go free to members and subscribers and may be 
obtained by others at a price of $1.75. 


Published quarterly Subscription: $7.00 per year 


The Econometric Society is an international society for the advancement of economic 
theory in its relation to statistics and mathematics. 

Subscriptions to Econometrica and inquiries about the work of the Society and the pro- 
cedure in applying for membership should be addressed to Alfred Cowles, Secretary and 
Treasurer, The Econometric Society, The University of Chicago, Chicago 37, Illinois. 
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THE ECONOMICS OF PEACE 


(Publication Jan. 1945) 
By KENNETH BOULDING, Iowa State College 
The Book 


\WHETHER the problem be one of reconstruction, distribution, unemploy- 
ment, international trade, or “right” and “left” wing theories, there are 
specific answers here to specific problems. 


Following a case study of Europe from the 1918-1928 period, Professor Boulding 
explores the prospects for the future. The “New Economics” and the “Bathtub 
Theorem” are explained. All the complexities of attaining a full employment, 
accomplishing just distribution, and reconstructing our international trade are 


carefully considered, with arguments analyzed and conclusions summed up clearly 

and brilliantly. 

312 pp. College List $2.75 
The Author 


7 ENNETH BOULDING, M.A., University of Oxford, was born in Liver- 
pool, England, in 1910. Afte: receiving many honors at Oxford, 

he did graduate work at the University of Chicago and Harvard. He has 
been assistant lecturer of Political Economy at the University of Edin- 
burgh, instructor in economics at Colgate, research expert for the League 
of Nations at Princeton, and Professor of Economics at Fisk University. 
At present he is Associate Professor of Economics at Iowa State College. 


CORPORATE CONCENTRATION 
AND PUBLIC POLICY 


By H. L. Purdy, formerly Professor at Dartmouth College, 
M. L. Lindahl and W. A. Carter, Professors of Economics, 
Dartmouth College 


ERE is a text which appraises present government Coltins od the Rely 
controls of the ordinary fields of industry in the light Cross 


‘ College of City of 
of modern corporate arrangements. Contents include: N.Y 


Part I—The Modern Corporation: Its History and Char- 


University of Cali- 


fornia 
acteristics; Part Il—Industrial Monopoly; Part of Colo. 
Public Regulation of Monopoly and Competitive Prac- Dartmouth 
Harvar 


tices; Part [¥V—Industrial Cooperation; and Part V— 
Possible Public Policies. The latest S. E. C. data on the 


University of Flor- 


ida 
University of Min- 


corporation problem as well as timely analyses of the <a 

T.N.E.C., Sherman Act and F.T.C. are given. — — 
Princeto 

816 pp. College List $4.25 Wellesley College 


etc. 


Address: 70 Fifth Avenue, New York I 1, N.Y. 


PRENTICE-HALL. INC. * NEW YORK 
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THE SOUTH AFRICAN JOURNAL OF ECONOMICS 
Editors 
S. Herpert FRANKEL C. S. RicHarps R. 


CONTENTS OF VOL. 12, NO. 2, JUNE, 1944 
Plan for Economic Research in the Union Professor W. H. Hutt 


Notes on the Consumption and Distribution of Fluid Milk in Durban.... 


An Analysis of the Growth of the National Income of the Union in the 
Period of Prosperity Before the War 
Professor S. Herbert Frankel, assisted by H. Herzfeld 


Reviews: Union Official Publications: Recent Periodicals and New Books. 

Single Copies at 6s. per copy, obtainable from the Central News Agency, Limited, 
and all leading booksellers. 

Overseas Agents for subscriptions (21. 1s. Od. per annum) and single copies (6s. 


each) Messr. P. 8. aoe Staples, Ltd., Orchard House, 14, Great Smith Street, 
Westminster, London, S8.W.1. 


Subscriptions to the Journal, 21. 1s. Od. per annum and enquiries re advertisement 
tariffs to the Chairman, Board of Management, P.O. Box 5316, Johannesburg. 


THE ECONOMIC RECORD 


The Journal of the Economic Society of Australia and 
New Zealand 


Published half-yearly in June and December. 
Single copies, 5 shillings (Australian). 
Annual subscription, 10 shillings (Australian). 


The Economic Record publishes authoritative articles by 
recognised economists on economic, financial, labour and 
social conditions in Australia and New Zealand. 


It is the only Journal in Australia which examines these 
questions from a scientific point of view. 


Subscriptions should be seni to the publishers: 


The Managing Director, The Melbourne University Press 
Melbourne, N.3., Australia 
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THE COWLES COMMISSION FOR 
RESEARCH IN ECONOMICS 


announces the publication of its Monographs Nos. 7 and 8: 
GENERAL-EQUILIBRIUM THEORY IN INTERNATIONAL TRADE 


By Jacos L. Mosax, Chief of Economic Analysis and Forecasting Branch, 
Office of Price Administration. 1944. 187 pages. Price $2.50 


This book extends and develops the modern theory of economic equilibrium 
and applies it to the field of international trade. It thus bridges the gap between 
the theory of a closed economy and the classical theory of international trade. 
The analysis proceeds in successive stages from the theory of demand of 
the individual consumer and the output of the individual firm to the theory 
of international market equilibrium. It is a contribution to the theories of both 
static and intertemporal equilibrium. 


PRICE FLEXIBILITY AND EMPLOYMENT 


By Oscar Lance, Professor of Economics, The University of Chicago. 
1944. 114 pages. Price $2.00 


This book contains a systematic study of the relations between price flexibil- 
ty, particularly the flexibility of prices of factors of production, and employ- 
ment. The author analyzes the conditions under which various theories of em- 
ployment hold true, and develops a general theory of economic equilibrium and 
its stability, of which both the classical and the Keynesian theories appear as 
special cases. The theory is treated as a dynamic one, and takes into account the 
facts of imperfect competition, international trade, price expectations, and un- 

tainty. A mathematical appendix contains a systematic treatment of the theory 
tability of economic equilibrium. 


Earlier Cowles Commission Monographs 
No. 1. Dynamic Economics, by Charles F. Roos. 1934, 275 pages. Price $3.50. 


No. 2, NRA Economic Planning, by Charles F. Roos. 1937. 596 pages. 
Pr ice $5.00. 

No. 3. Common-Stock Indexes, by Alfred Cowles and Associates. Second 
edition, 1939. 299 pages. Price $6.00. 

No. 4. Silver Money, by Dickson H. Leavens. 1939. 439 pages. Price $4.00. 

No. 5. The Variate Difference Method, by Gerhard Tintner. 1940. 175 pages. 
Price $2.50. 


No. 6. The Analysis of Economic Time Series, by Harold T. Davis. 1941. 
620 pages. Price $5.00. 


Orders should be addressed to the publishers: 


THE PRINCIPIA PRESS, Inc. 
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AMERICAN MARKETING ASSOCIATION 


An Association for the Advancement of 
Science in Marketing 


T= American Marketing Association, 
formed by merging the American 
Marketing Society with the National As- 
sociation of Marketing Teachers, began 
its existence on January 1, 1937, and now 
has over 1000 active members in all parts 
of the country. 


The principal purposes ef the Associa- 
tion are to foster scientific study and 
research in the field of marketing, to 
improve the methods and technique of 
market research and to develop better 
public understanding and appreciation of 
marketing problems. 


Active Chapters have been established 
and hold regular meetings in New York, 


President 
HOWARD W. GREEN 
1001 Haren Road 
Cleveland 15, Ohio 


Treasurer 
ARTHUR P. HIROSE 
McCall Corporation 
230 Park Avenue 
New Yerk 17, N.Y. 


Philadelphia, Boston, Detroit, Cleveland, 
Indianapolis, Cincinnati, Minneapolis, 
Washington, Chicago, San Francisco and 
Los Angeles. Local Chapters are being 
organized in other cities. 


The official publication of the Associa- 
tion, The Journal of Marketing, is issued 
quarterly. Now in its eighth year, the 
Journal is regarded by marketing prac. 
titioners as a source of authoritative mar. 
keting information. Many of the con- 
tributing authors are leaders in their field 
of endeavor. 


The full membership rate is $5 an- 
nually. This includes a subscription to 
The Journal of Marketing. For further 
particulars, please address the Secretary. 


Secretary 
Prof. ROSS M. CUNNINGHAM 
Massachusetts Institute 
of Technology 
Cambridge, Mass. 


INTERNATIONAL LABOUR REVIEW 


(A monthly review published in three editions, English, 
French and Spanish, by the International Labour Office.) 


ARTICLES by recognised authorities on all aspects of social policy, national and 


international 


Fifty pages of INDUSTRIAL AND LABOUR INFORMATION (formerly issued as a weekly 
publication) containing news drawn from official and unofficial sources in every 
country, including information on the efforts of war or mobilisation on labour 


and industry 


Reports and news items on post-war RECONSTRUCTION planning in many countries 


STATISTICS of wages, unemployment, cost of living, hours of work, etc., constituting 
a unique source of information, since the I.L.O. is the only existing institution 
in a position to secure the relevant data from all parts of the world 


Price: 50 cents; 2s. 


Annual subscription: $5. 21s. 


A specimen copy of the REVIEW and a CATALOGUE of recent publications, which include 
studies on wartime and post-war labour and employment problems, food control and oe 
in the field of social security, will be sent on application to the International Labour Office, 3 ; 
University Street, Montreal, Canada, or to the Washington Office, 734 Jackson Place, Washington 6, 
D.C. 
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A Sound, Practical Text for Courses on 
PERSONNEL PROBLEMS 


PERSONNEL MANAGEMENT 
And INDUSTRIAL RELATIONS 


By Dale Yoder, Vice-Chairman, Regional War Labor Board of Chicago; 
Professor of Economics and Industrial Relations, University of Minne- 


sota. 


Tuis up-to-date work presents basic principles and prac- 
tices in the management of personnel and industrial re- 
lations. Not only does it give the student a clear-cut pic- 
ture of the objectives of personnel management, but it 
describes in detail the techniques that have been de- 
veloped by leading organizations. 


“Most Outstanding Work in the Field,” Say Instructors! 


The book is so thorough and comprehen- 
sive that it goes into all the important 
aspects of personnel relations, showing how 
to scrutinize and weigh policies and prac- 
tices in terms of their effectiveness and 
appropriateness. Therefore, it will prove 
equally valuable in training the student 
to meet the complex personnel problems 
of TODAY as those of the POST-WAR 
PERIOD. Among other topics, the book 
discusses: 


e recruitment, selection and training of 
workers 


job analysis, job rating, and job classi- 
fication 


working hours, wage plans, and wage 
policies 


service rating, promotion, and transfer 


industrial unrest, employee interest and 
morale, employee health 


employee representation, collective bar- 
gaining, and other legal aspects of per- 
sonnel problems. 


840 Pages 


6 x 9 Inches 


TEACHING AIDS include numerous 
tables, charts, and other illustrative ma- 
terial, as well as exercises and problems and 
selected lists for collateral reading at the 
end of each chapter. 


“outstanding text” 
“This book is easily the outstanding text 
for a first course in Personnel Manage- 
ment.” P. A. Libby, University of Southern 
California 


“timely, authoritative” 
“Indispensable to those who would keep 
abreast of modern developments in the 
field. A timely and authoritative text.”— 
R. E. Hinkel, Univ. of Kansas 


“stimulating ... well arranged” 

. , an excellent descriptive study of per- 
sonnel administration, and a stimulating 
introductory text. Well arranged, readably 
presented.”—Paul Rigors, Massachusetts In- 
stitute of Technology 


WIDELY ADOPTED! 


The book has been adopted by scores of 
leading colleges and universities, including 
Harvard, University of Chicago, Yale, Penn 
State College, University of Illinois, Car- 
negie Institute of Technology, University 
of California, and many other institutions. 


College List $4.25 


Send for Your Examination Copy Today 


PRENTICE-HALL, INC., 70 FIFTH AVE., NEW YORK 11, NY. 
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The Canadian Journal of Economics 
and Political Science 


The Quarterly Journal of the Canadian Political Science Association 
Editors 
C. A. Curtis, R. MacG. Dawson, J. A. Comey, G. A. Exxiorr 
Managing Editor 
V. W. Brapen, University or Toronto, Canapa 

Annual subscription - - $3.00 

Single copies - «= $1.00 
This Journal publishes articles on the economic, political and social prob- 
lems of Canada and on the general theoretical issues raised by these 
problems. The Journal also contains reviews, notes on current Dominion 


and Provincial Legislation, and on Canadian official publications. Each 
issue will contain a bibliography of Canadian Economics. 


Subscriptions may be sent to the publisher 


THE UNIVERSITY OF TORONTO PRESS 


TORONTO, CANADA 


AGRICULTURAL HISTORY 


Designed as a medium for the publication of research and documents 
pertaining to the history of agriculture in all its phases and as a clearing 
house for information of interest and value to workers in the field. 
Materials on the history of agriculture in all countries are included and 
also material on institutions, organizations, and sciences which have been 
factors in agricultural development. 


ISSUED QUARTERLY SINCE 1927 
BY 
THE AGRICULTURAL HISTORY SOCIETY 
Subscriptions, including membership: Regular, $3.00; student, $1.50; con- 


tributing, $10.00; life, a sum in dollars equal to 100 less the age of the 
applicant. 


Editor: Everett E. Edwards 
Secretary-Treasurer: Arthur G. Peterson 


Room 3901, South Building, 13th and C Streets S.W. 
Washington, D.C. 
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PUBLICATIONS OF THE ECONOMIC AND 
BUSINESS FOUNDATION 


American Economic Objectives 
This volume consists of the proceedings, including questions and answers, of a series of forum 
meetings. The purpose of the meetings was to arrive at some major objectives that could be 
used as guides in the formulation of American Economic Policies and American Business 
Policies. The speakers were as follows: 
Sumner Slichter Jacob Viner Charles Merriam Edwin Nourse 
John Airey Charles Young Noel Sargent. Montfort Jones 
Joseph O'Mahoney Willard Atkins Ralph Hutchison W. A. Irwin 
Anton Friedrich 
220 Pages $2.50 


American Economie Policies 


This volume consists of the proceedings of a series of eight panel forum meetings on American 
Economic Policies. The participants were: 

Arthur Upgren P. W. Bidwell Henry Chalmers Charles Hardy 

Albert Hart + ae I Lutz William Irwin Willard Atkins 

Anton Friedrich Montfort Jones Leverett Lyon Neil {ocoby 

Theodore Yntema Ray Westerfield ohn Gebhart Donald Hardenbrook 
David McCabe Boris Shishkin . Raymond Walsh Corwin Edwards 
Thomas Blaisdell Morris Copeland umner Slichter Robert Calkins 

J. Franklin Ebersole 


320 Pages $3.00 


American Business Policies 


During the Spring of 1944 five series of meetings were held in the fields of Marketing, Produc- 
tion, Personnel, Finance and Public Policy. At present the published proceedings are available 
in pamphlet form, each one containing approximately thirty-two pages. The price of these 
pamphlets is thirty-five cents each, or any three for one dollar. By late autumn a single 
volume containing the entire proceedings will be ready for distribution. It will be approximately 
six hundred pages and the price will be five dollars. The title and leading contributor for 
each of the pamphlets is listed below. 


Pamphlet Title Speaker 
Ne. 
1. Economic Aspects of Marketing Management and Policies Leverett S. Lyon 
2. Postwar Industrial Marketing Management Policies Donald R. G. Cowan 
3. Postwar Retail Marketin anagement Policies d David R. Craig 
4. The Role of Marketing nagement Policies in American Leverett S. Lyon, David R. 
Economic Future Craig, Donald R. G. 
Cowan 
Production Man ent and Postwar Business Planning Paul Hoffman 
Elimination of Wartime Controls ohn Fennell 
Resets Production Costs in the Postwar Period uis Ruthenberg 
The Role of Productioh Management Policies in Paul Hoffman, John Fen- 
American Economic Future : nelly, Louis Ruthenberg 
Employee Representation on Management Committees Robert D. Calkins 
Collective Bargaining and W Policies : Frank V. Morley 
The Impact of Governmental Policies and Decisions on E. H. van Delden 
Personnel Management Policies 
The Role of Personnel Management Policies in American Robert D. Calkins 
Economic Future Frank V. Morley 
E. H. van Delden 
Postwar Credit Policies and Loan Management O. M. W. Sprague 
Postwar Investment Programs and Policies  ~ Garfield Cox 
Postwar Financial Policies of Business Enterprise Beardsley Ruml 
The Role of Financial Management Policies in America’s O. M. W. Sprague 
Economic Future Garfield Cox 
Beardsley Ruml 
Economic Aspects of American Business Policies Sumner Slichter 
Responsibilities of Private Enterprise After the War Arthur ae 
What Should be the Relative Spheres of Government and A. B, Wolfe 
Business in Postwar America 
The Role of Business Policies in America’s Economic Future Sumner Slichter 
Arthur Upgren 
A. B. Wolfe 
600 Pages $5.00 


THE ECONOMIC AND BUSINESS FOUNDATION > 
NEW WILMINGTON, PA. 
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THE JOURNAL OF 
LAND & PUBLIC UTILITY ECONOMICS 


a quarterly founded in 1925 by Richard T. Ely 
and published by Northwestern University until 1942 


Current issue includes: 


Land Tenure in Brazil T. Lynn Smith 


The Political Economy of Forest Conservation in the United States 
A. D. Folweiler 


The German TVA Warner F. Brook 
A Neglected Factor in Estimating Housing Demand Hans Blumenfeld 
Property Tax as a Burden on Shelter Jesse V. Burkhead 


Localization of Railway Facilities in Metropolitan Centers as Typified by 
Harold M. Mayer 


Reports and Comments and Book Reviews 
Published in February, May, August, and November 
Subscription—$5.00 per year Single copies—$1.50 
Editorial Offices 
Sterling Hall, University of Wisconsin ~- Madison 6, Wis. 


The Review of Economic Studies 


Vol. XI, No. 1 CONTENTS 


The Beveridge Plan & Local Government Finance by J. R. & U. K. Hicks 
The Welfare Significance of Productive Labour by Hla. Myint 
The Four Consumer's Surpluses by J. R. Hicks 
Colonial Industrialisation and British Employment by P. Ady 
Extante Saving & Liquidity Preferences by Pao Liu Ou 
A Note on Profit Maximisation & Its Implications by T. de Scitivsky 


The object of the Review is to supplement the facilities for the publication of new 
work on theoretical and applied economics, particularly by younger writers, and to promote 
discussion by means of short notes of a kind which do not normally appear in the existing 
journals. In normal times the Review is published in London three times a year, in October, 
February and June. During the present emergency the number is reduced to two. Editorial 
Communications to Miss M. Bowley, The School of Economics, Dundee, Scotland: all 
other communications to The Secretary of THE REviEw OF Economic Stupigs, 4 Pretoria Road, 
Cambridge, England. 


The Annual Subscription to the Review is 7/6 (post free) 


Single numbers: Vols. IV to VIII, 2s.6d. (2s.9d. post free); Vols. IX and X, 
4s.0d. (4s.3d. post free) 
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Knight 


ECONOMIC PRINCIPLES IN PRACTICE 
Rev. ed., 659 pp., $3.50 


This thorough revision is an expansion and reorganization of the 
first edition; it is much more concrete and makes greater use of 
graphic material. “Professor Knight’s literary talents continue to 
shine almost undimmed. His text reads well; more important, it 


rereads well.”—American Economic Review. 


Blodgett 


PRINCIPLES OF ECONOMICS 
634 pp. $3.50 


“Very few have the facility to explain economic principles in the 
clear and simple style here revealed, and few have the power to 
bring principle and application together in such a well-rounded 


harmony.”—American Economic Review. 


Schrampfer 


LAW IN ITS APPLICATION TO BUSINESS 
928 pp., $4.00 


A skillful combination of theory and case material which empha- 


sizes the principles of law and their application. 


Kalecki 


STUDIES IN ECONOMIC DYNAMICS 
to be pub’d Jan., 1945, 92 pp., $1.50 
Five interconnected essays, the result of further research into sub- 
jects discussed in the author’s previously published Essays in the 
Theory of Economic Fluctuations. Part I, Prices, Interest, and 
Profits: Costs and prices. The short-term and the long-term rate 


of interest. A theory of profits. Part II, Business Cycle and Trend: 


The “pure” business cycle, The trend. 


FARRAR & RINEHART, INC. 
232 Madison Avenue, New York 16 
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ROYAL ECONOMIC 
SOCIETY 


Annual Membership - - - + $5.00 
Life Membership - - - - = $50.00 


The Membership Subscription now covers the receipt of the 
following: 

THE ECONOMIC JOURNAL. Quarterly. 

Economic History (about 150 pp.). Annual 


Statistical Bulletin on Economic Conditions in Great Britain. 
Quarterly. 


Report and Statistical Bulletin on Current Economic Condi- 
tions in Europe. Annual. 


Special Memoranda. One or Two Annually. 


By joining the Society, all these varied publications, enab- 
ling the reader to keep abreast with the developments of eco- 
nomic science and economic facts in all parts of the world, can 
be obtained for $5.00 a year. 


The Bulletins and Special Memoranda are prepared by the 
London and Cambridge Economic Service with the assistance 


of regular correspondents in the chief European countries. 


Applications for membership should be addressed to: 


The Secretary, Royal Economic Society 
4, Portugal Street, London, W.C.2. 
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Chile: 
An Economy 


in Transition 


By PAUL T. ELLSWORTH 


Professor of Economics, University of Wisconsin 


Chile’s experience during the 1930's provides a topic 
of special interest to the economic investigator. Be- 
cause Of Chile’s extreme dependence on the export of 
nitrates and copper, all semblance of equilibrium in 
her balance of payments was destroyed when the 
markets for these raw materials collapsed. The meas- 
ures taken to equalize her foreign trade at first caused 
serious deterioration in the internal economy of the 
nation, accompanied by political upheaval. Gradual 
and then finally rapid recovery followed the reéstab- 
lishment of constitutional government, with consider- 
able industrial development in the years just prior to 
the war. 


The detailed analysis of these events, presented here 
by a noted economist, is a significant and informative 
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